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THE BANKING ACT OF 1933 


URING the past two years the volume of legislation 
LD) which directly or indirectly affects banking has been 
very large, both in Congress and the state legislatures, 
and it has covered an extremely wide range of subjects and treated 
some of them in unique and revolutionary ways. I shall limit my- 
self to federal legislation and of the Congressional acts I shall not 
consider the 1932 legislation (the Reconstruction Finance Cor- 
poration Act, in its relation to banks, the Glass-Steagall Act of 
February 27, the Federal Home Loan Bank Act of July 22, with 
its currency expansion rider); nor of the 1933 legislation shall I 
consider the Emergency Banking Act of March 9g, the Federal 
Securities Act of May 27, the act of June 5 repealing the gold 
clause in public and private contracts, the Emergency Farm 
Mortgage Act of May 12, the organization of the Farm Credit 
Administration on March 27, the Agricultural Relief Act and the 
Farm Credit Act, the Home Owners’ Loan Act of June 13, and 
other legislation affecting banks. Each of these is well worthy of 
consideration. I shall treat only the Banking Act which was 
fathered by Senator Glass and Congressman Steagall and which 
became law on June 16 last. Moreover, since this Act is composed 
of about 22,000 words and covers about twenty-five relatively dis- 
tinct topics, it will be necessary to choose certain particular fea- 
tures and discuss these alone. 
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The “Banking Act of 1933” is defined as “An Act to provide for 
the safer and more effective use of the assets of banks, to regulate 
interbank control, to prevent the undue diversion of funds into 
speculative operations, and for other purposes.” The Glass Bank- 
ing Bill was introduced in the Senate on January 21, 1932, fol- 
lowed by an informal announcement from Senator Glass, chair- 
man of the sub-committee, and Senator Norbeck, chairman of 
the full committee, that it was the sub-committee bill prepared 
after the sub-committee had held hearings and deliberated during 
the past twelve months. The sub-committee consisted of Sena- 
tors Glass, Norbeck, Goldsborough, Walcott, and Bratton. At the 
meeting of this sub-committee on December 12, 1930, it desig- 
nated as its technical adviser Dr. H. Parker Willis, professor of 
finance at Columbia University, editor of the Journal of Com- 
merce, first Secretary of the Federal Reserve Board, and asso- 
ciated with Senator Glass in 1912-14, when he was chairman of 
the House Committee on Banking and Currency, in the prepara- 
tion of the Federal Reserve Act. Dr. Willis and his associates, 
Professors B. H. Beckhart and Jules I. Bogen, made a sweeping 
investigation by questionnaire and helped the sub-committee 
with its hearings and the preparation of the Senate bill. The Fed- 
eral Reserve Board issued a memorandum to the sub-committee 
giving its criticisms and ideas of bank reform. The bill was resub- 
mitted on April 18, 1932, with some modifications occasioned by 
criticisms to date. After two years and a half of preparation and 
intense struggle in Congress the measure became law on June 16. 

The Banking Act of 1933 is the fourth group of amendments to 
the Federal Reserve Act. The first series was passed from 1914 to 
1918, and comprised measures designed to clarify certain obvious 
defects of the Act as revealed by experience in organizing and 
operating it, and to adjust the Federal Reserve to the abnormal 
conditions born of the war. The second series was the product of 
the 1919-20 boom and the 1921-22 depression; for the most part 
they consisted of provisions favorable to the farmer, creating the 
Federal Intermediate Credit Bank System and the Edge Corpora- 
tions to promote the financing and exportation of agricultural 
products, putting a “dirt farmer” on the Federal Reserve Board, 
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and liberalizing the definition of eligible paper. The third series 
was the MacFadden-Pepper Act of 1927, enacted after a three- 
year bitter struggle, and designed primarily to put the national 
banks on more nearly the same competitive plane as the state 
banks; for the most part, this adjustment was effected by soften- 
ing the provisions of the National Bank Act in ways whose pro- 
priety was indeed highly debatable. The fourth series—the Bank- 
ing Act of 1933—was evoked by the big speculative booms in real 
estate and stocks and bonds in 1927-29 and the collapse and 
depression of 1929-33. The character of the provisions of the 
Banking Act of 1933, as well as its legislative history, has been 
vitally affected by contemporary occurrences and conditions. 
Mention may first be made of the several amendments to the 
National Bank Act and the Federal Reserve Act which are de- 
signed to render certain operating features more effective. Some 
measures attempt to fix the responsibility for safe banking more 
firmly and directly upon the bank directors. The number of di- 
rectors may not be less than five nor more than twenty-five, thus 
guarding against too small a board which facilitates crooked 
practices detrimental to the safety of the bank and too large a 
board which makes it cumbersome and lessens the sense of indi- 
vidual responsibility. The minimum amount of stock owned by a 
director is jumped to $1000 for the smallest banks, $1500 for in- 
termediate, and $2500 for the largest banks, with the hope of pro- 
curing directors of higher financial responsibility and more inter- 
est in the success of the bank. Cumulative voting of stockholders 
for directors is authorized, thus affording protection to minority 
interests. Any director or officer of a member bank may be re- 
moved from office for continued violation of any bank law, or for 
unsafe or unsound practices in conducting the business of the 
bank; lest this prerogative be abused, the law requires among 
other things that the Comptroller of the Currency for the national 
banks, and the Federal Reserve Agent for state member banks, 
have given due warning, and the Federal Reserve Board have 
granted a hearing, to the offending officer or director, before the 
Board orders his removal from office. 
It is my opinion that each of these provisions concerning bank 
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directors and officers is well taken and fully warranted by the 
culpable conduct of bank directors and officers as revealed with 
nauseating frequency during the past decade. The only one of 
the provisions which has been much debated is the power of the 
supervising authorities to remove directors and officers. Hereto- 
fore the supervising authorities who found fault with the conduct 
of an officer of a bank had a duty to submit their criticisms to the 
board of directors and, if they complained at the conduct of a 
director, to submit their complaint to the stockholders; but if the 
directors were the principal stockholders and supported the officer 
or director in his objectionable conduct, the supervising authori- 
ties were quite powerless to protect the depositors except by 
closing the bank, a remedy so drastic that it was likely to bring 
calamity to the community, as well as to bear too harshly upon 
innocent depositors, other creditors, and stockholders. 

Few critics of the new Banking Act object to giving the Comp- 
troller of the Currency (and Federal Reserve Agent) a definite 
grant of power to remove a bank officer or director actually guilty 
of persistent infraction of a law; but some are reluctant to grant 
such power of removal for “unsafe and unsound practices,”’ be- 
cause it is susceptible of arbitrary abuse whenever there is dis- 
agreement as to policy in management or as to the soundness of a 
loan in itself perfectly legal. Questions of safety and soundness of 
practice are less precisely determinable than questions of viola- 
tion of law. Not everyone will concede that the bank examiners, 
the Comptroller of the Currency, and the Federal Reserve Board 
command greater ability to reach sound decisions in matters of 
discretion than the directors and officers of the particular bank. 
In any case this power of removal should be carefully restricted 
in the law by definite provision of safeguards against its abuse. 
Unfounded or questionable charges against a man may not only 
ruin his career but also endanger the investment and livelihood 
of others. For this reason the Act interdicts, as it should, all pub- 
licity concerning the order or findings of the Board, except as it 
may be unavoidable in connection with legal proceedings. The 
Act also requires that the offender be permitted to cease and 
desist from his offense; that he be duly warned to discontinue his 
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violation of law or unsafe and unsound practice; that the Comp- 
troller of the Currency (or Federal Reserve Agent, as the case may 
be) cannot himself remove but must refer the matter to the Fed- 
eral Reserve Board; that the Board is given discretion in following 
up the complaint and in ordering the offender to appear for hear- 
ing; that the Board must send every director of the bank a copy 
of the order to the offender; and that the Board is given discretion 
in ordering removal after such hearing. 

It is a sorry commentary on American bankers that in the pub- 
lic interest any such transfer of accountability of officers to direc- 
tors and of directors to stockholders should have to be made to 
government agencies in the final instance; bankers may object to 
the substitution of rigid rules and standardized practice enforced 
by the public official for individual initiative and responsibility; 
but since our system so often fails to develop bankers of capacity 
and moral rectitude such restraints are quite necessary. It is im- 
probable that the supervising authorities will use frequently this 
power of removal, but its latent potentiality will surely enhance 
the respect paid by officers and directors to the admonitions of 
bank examiners. 

Another limitation on bank management is the interdiction of 
loans to officers. This provision was occasioned by the recent 
revelations of the misuse of bank funds by officers and the malig- 
nant influence these preferential loans had on bank management. 
By the terms of the law no executive officer of any member bank 
may borrow or otherwise become indebted to any member bank 
of which he is an executive officer. The member bank is similarly 
interdicted from making such loans. Moreover, if an executive 
officer of any member bank borrows from a non-member bank of 
which he is an officer, he must report to the directors of the mem- 
ber bank details of the loai:. The prohibition of loans to officers 
has long been part of the banking code of several states, but it has 
worked with only moderate success on account of the ease of 
evasion. Undoubtedly the bias of the officers and directors in 
favor of one of their own number makes them poor credit analysts 
and loan officers when a fellow officer applies for a loan. In small 
banks a dominant officer or director may dictate loans to himself 
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or others which everybody knows are not the best risks. More- 
over, officers often organize and use their bank as a source of funds 
for their speculative and other ventures, with slight regard for 
depositors. It is best to require a bank officer to have his credit 
tested by another bank; and it is well for the directors of a bank 
to know the liabilities of its officers to other banks, not only as a 
factor which may lead to peculation, but also as a means of oper- 
ating a chain of banks on a small sum of original capital. 

A second set of provisions of the new Banking Act has attempt- 
ed to promote the solvency of the banks and to save them from 
failure. The Senate sub-committee had recommended certain re- 
medial measures, namely, the requirement of a larger minimum 
capital of the bank, provisions for closer and stronger supervision, 
more careful restrictions on investments, requirement for more 
truthful valuations of assets, and the protection of depositors and 
the limitation of their losses through a liquidation corporation. 
The sub-committee recognized, however, that these were merely 
remedial and felt that the fundamental cure lay in a system of 
branch banking, which they recommended. 

No one studying the records of our banks the past decade will 
deny the obvious direct relation between the size of a bank, its 
earnings, and the safety of its depositors. A tabulation of bank 
suspensions reveals the overwhelming and disproportionate per- 
centage of failures of banks with small capital. A sane public 
policy is to encourage the development of banks with sufficient 
capital to forefend against failure and to attract capable manage- 
ment, and with sufficient deposits to permit a return on capital 
that will be attractive and will allow for improvement in opera- 
tions and the accumulation of earned surplus. Sound banking re- 
quires not more banks but stronger banks able to serve wider 
areas. 

Until 1900 the minimum capital allowed a national bank was 
$50,000; in that year the serious mistake was made of halving that 
requirement, largely with a view of equalizing the competition of 
state and national banks. The law allowed banks in places of 
population not over 3,000 to have a capital of not less than 
$25,000 and in places of not over 6,000 population to have a 








THE BANKING ACT OF 1933 727 


capital of not less than $50,000. The Glass Bill, which was sup- 
ported in this respect by the Federal Reserve Board, eliminated 
the possibility of national banks being organized in the future 
with less than $50,000 capital; the Steagall Bill made the same 
elimination but allowed the organization of a bank in a place 
under 6,000 in population, with the permission of the Comptroller 
of the Currency, with a capital as low as $25,000, “for the purpose 
of succeeding to the business of an existing bank.”’ The Banking 
Act of 1933 followed the Steagall idea. No doubt the federal 
government should set the standard for all banks by requiring 
high capitalization of national banks and state member banks. 
The new Act refuses admittance to a state bank in the Federal 
Reserve unless it has capital sufficient to entitle it to become a 
national bank in the place where it is situated, but exception is 
made for banks organized before June 17, 1933, and situated in 
towns of less than 3,000. 

The reversion to the minimum capital requirement which exist- 
ed before 1900 is indeed a commendable step; it is to be hoped 
that state laws follow suit and set the $50,000 minimum, for 
otherwise the probable shift from national to state charters 
will tend to weaken the banking structure. Since relatively few 
small state banks are members of the Federal Reserve and since 
exception is made for present members situated in small towns 
and having less than $50,000 capital, it does not seem that this 
provision will greatly affect the scope of the Federal Reserve, ex- 
cept as it may act as a stumbling-block to future entries. 

Several provisions of the Banking Act of 1933 are concerned 
with the Federal Reserve Board and the control of the Federal 
Reserve System. There was a feeling (shared roundly by Dr. 
Willis and Senator Glass) that it was necessary to reconstitute the 
Federal Reserve and take “measures needed to prevent and save 
it from being crushed by the government”; that the commercial 
character of the system was being destroyed by subjecting its 
policies to treasury domination and to speculation in the securities 
market; that the present policy of using the Federal Reserve 
banks as the market for extravagant issues of securities and as a 
means of inflation is a climax in this trend; that the Federal 
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Reserve Board has sunk in relative importance, prestige, and 
authority, as the Federal Reserve banks, particularly of New 
York, rose; that the Board has been timid, uncertain, vacillating, 
and prone to follow considerations of immediate expediency. The 
American Bankers Association in its publicity featured: “‘the dem- 
onstrated impotence of the Federal Reserve System to retain 
control over the situation .... quite unable to coordinate its 
forces and marshal its resources with a unity of purpose that is 
adequate,” and suggested as a solution the “formation of a Cen- 
tral Bank of the United States, with the present Reserve banks 
as branches.” ‘Twelve scattered banks, each with its governor 
and its chairman and its board of directors, loosely ruled by a 
board of eight in Washington, composed of men of diverse opin- 
ions, do not provide the country with an organization well adapted 
to act promptly and decisively.” 

With a view to strengthening the Federal Reserve System the 
Senate sub-committee proposed to improve the membership of 
the Federal Reserve Board by improving their tenure of office, 
by requiring that two members shall be men of experience in 
banking, and by the elimination of the Secretary of the Treasury 
from membership; to increase the independence of the Board; and 
to strengthen its control by giving a better definition of its power 
with respect to speculative transactions, particularly as to au- 
thority over market dealings, by establishing a so-called “‘open 
market committee” with designated powers, and as to authority 
over the management of the foreign affairs of the Reserve banks. 

The Banking Act of 1933 failed to accomplish all the sub- 
committee proposed. The Secretary of the Treasury was not re- 
moved from the Board or its chairmanship. This failure was 
scored by Senator Glass in vehement language; he resented mak- 
ing the Federal Reserve “the footmat of the Treasury... . . - 

It was never intended that the Federal Reserve banking system should be 
used as an adjunct of the Treasury Department and particularly was it never 
contemplated that it should be so used to such an extent as recently has been 


done as to very materially curtail the capabilities of the Federal Reserve 
banks to serve the business interests of the country. 


Mr. Glass explained: 
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That provision is not included only by reason of the fact that the Secre- 
tary of the Treasury seemed to regard it as a personal affront to him and as a 
curtailment of his power which he ought to have at this particular time. 


On this question of the membership of the Secretary of the 
Treasury on the Federal Reserve Board I have never been able to 
persuade myself that it is desirable to end the connection. Mr. 
Glass concedes that co-ordination of the Treasury and Federal 
Reserve was necessary during the war, and in the early post-war 
years, but he contends it is not now necessary. The exigencies of 
public and private finance have been quite as great the last four 
years as they were during the war. Contrariety of purposes of the 
Treasury and the Federal Reserve would lead to utter confusion 
at any time. The Secretary, at his discretion, may use the Re- 
serve banks as the government’s fiscal agents, and it has been his 
practice to rely heavily on them. It is a public advantage to have 
the fiscal operations of the government handled by the Reserve 
banks; and if the Secretary were deprived of membership on the 
governing Board, he might end this arrangement. The notes issued 
by the Reserve banks are obligations of the United States govern- 
ment. The state and national banks have a very direct interest 
in the government financial policies, and the Secretary’s member- 
ship on the Board affords a means for expression and discussion 
of that interest. Since six of the eight members of the Board 
are appointive, there is no reason why the Board cannot base its 
decisions upon considerations of the public interest. 

Some independence of the Federal Reserve from the Treasury 
was attained by Mr. Glass in the provision that the funds of the 
Board are not to be construed as government funds or appro 
priated money, and in the provision sweeping away the fran- 
chise tax which the Reserve banks had been compelled to pay to 
the government. 

Mr. Glass failed in his effort to reinstate in the Federal Reserve 
Act the provision, dropped at the time of the agricultural uprising 
in 1922, that at least two members of the Board be men of tested 
bank experience. He enhanced, however, the attractiveness of a 
position on the Board by lengthening the term from ten to twelve 
years, and by increasing the Board’s authority over member bank 
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credit and over the foreign relations of the Reserve banks. A 
further beneficent effect of the Act is that hereafter appoint- 
ments to the Board will be for such terms as will prevent the ex- 
piration of the term of more than one appointee in any two-year 
period, thus obviating one cause of radical change in the person- 
nel of the Board. 

The Federal Reserve Board is authorized to have special super- 
vision over all relationships and transactions of any kind entered 
into by any Federal Reserve bank with any foreign bank or bank- 
er, or with any group of foreign banks or bankers; and all such 
relationships and transactions are subject to such regulations, 
conditions, and limitations as the Board may prescribe. No officer 
or representative of any Federal Reserve bank may conduct nego- 
tiations of any kind with the officers or representatives of any 
foreign bank or banker without first obtaining the permission of 
the Board. The Board is given the right, in its discretion, to be rep- 
resented in any conference or negotiations by such representative 
as it may designate. A full report of all conferences or negotia- 
tions, and all understandings or agreements arrived at, and all 
appertaining material facts, must be filed with the Federal Re- 
serve Board in writing by the proper officer of the Reserve Bank 
that participated in the conference or transaction. 

These provisions reverse the fact and trend of practice since the 
beginning of the Federal Reserve, for heretofore foreign negotia- 
tions and transactions were largely carried on by officers of the 
Federal Reserve Bank of New York in behalf of itself and the 
other Reserve banks. When the heads of foreign central banks 
came on business to America, they negotiated at and with the 
officers of that bank; and if any visit were paid to the Federal 
Reserve Board at Washington it was largely a courtesy call after 
the parley and agreements were accomplished facts. The Board 
no doubt writhed under the circumstance that it, nominally the 
controlling authority, should be ignored and the foreign policy 
of the system be determined largely by one of the twelve con- 
stituent banks. Surely the Board had no prestige among central 
banks, and this new legislation will give it a chance to come back. 
In many types of transaction, since few if any of the members of 
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the Board need have had banking experience, the Board will have 
to depend on technical experts, and it is doubtful whether the 
transactions will differ in character from those in times past. In 
questions of credit policy the will of the Board may differ from the 
will of the Reserve banks occasionally, but it is doubtful whether 
the Board’s idea will be the better. The virtue, if it be one, in lodg- 
ing authority over foreign transactions in the Board is that the 
policy is likely to be more in harmony with the administration’s 
policies and to give more consideration to the interior of the coun- 
try and less to Wall Street. If the change leads the Federal Re- 
serve to play a larger part in international finance, it may be 
productive of much good; but if it prevents the Reserve banks 
from co-operating in international financial transactions, it may 
prove a retrograde step in times like these which demand co- 
operation. 

The authority and prestige of the Board is likewise enhanced 
by the subjection of open-market operations to its control. 
The Federal Reserve Act allowed each Federal Reserve bank to 
engage in open-market operations as it saw fit, and the Board was 
not given sufficient authority to enforce on the Reserve banks 
such rules and regulations as it found advisable to effect a uni- 
form practice. In 1923 the first attempt was made to co-ordinate 
the open-market activities of the twelve banks; without such co- 
ordination there was constant danger that the Reserve banks 
would come in open competition with one another and that their 
operations would create an artificial market for government se- 
curities. Accordingly, there was created, with the approval of the 
Federal Reserve Board and the directors of the twelve banks, an 
open-market committee, composed of Reserve bank governors, 
and an open-market investment account for the system which 
might be increased or decreased by the committee with the ap- 
proval of the Board and the Reserve bank directors. The hold- 
ings of the account were divided among the Reserve banks on the 
basis of their size and their holdings of other earning assets. In 
addition to its domestic functions, the committee acquired the 
responsibility of supervising connections made by Reserve banks 
with foreign central banks. 
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The operations of this committee in acceptances and govern- 
ment securities have had very great importance from the point of 
view of public policy, and it was felt by Senator Glass and others 
that the committee ought to be definitely established by statute. 
The committee as constituted by the Banking Act of 1933 con- 
sists of a representative from each of the twelve Reserve banks. 
The meetings are to be held at Washington, at least four times a 
year, upon call of the Federal Reserve Board or at the request 
of three members of the committee, and, in the discretion of the 
Board, may be attended by members of the Board. No Reserve 
bank may engage in open-market operations except in accordance 
with the regulations set by the Board; and, on the other hand, 
by giving 30 days’ notice, any Reserve bank may refrain from 
participating in open-market operations. 

The Federal Reserve Board in its memorandum on the Glass 
Bill declared that it was inadvisable to disturb the existing open- 
market committee by crystallizing into law any particular pro- 
cedure, and that nothing further was necessary or advisable than 
an amendment clarifying its power of supervision over open- 
market operations of the Reserve banks and their relationships 
with foreign banks. The Chamber of Commerce of the United 
States likewise pronounced it undesirable to prescribe by law 
the precise methods to be used in conducting open-market opera- 
tions, because it was not always possible by statutory prescrip- 
tions to determine the exact degree of influence which should be 
reposed permanently in any particular board or directorate; and 
because it was far from safe to write into law, subject only to 
Congressional amendment, such definite requirements as to the 
composition and powers of the committee that, in times of emer- 
gency, quick decision and action could not be had; and because 
the system should be left free to modify its open-market machin- 
ery as developments may necessitate, the Board and the Reserve 
banks co-operating. 

It may be said that in general these appeals for maintaining the 
status quo were of thin substance. The framers of the original 
Federal Reserve scheme did not realize to what size and impor- 
tance open-market operations would extend or they surely would 
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have specified some scheme of co-ordinating and controlling such 
operations; they had conceived of the Federal Reserve influencing 
credit conditions largely through rediscounts for members, with 
open-market transactions as secondary and supplementary, but 
as it has worked out rediscounts are the less important of the two. 
Provided the Board is reasonable in its rules and regulations 
prescribed, co-operates with the Reserve banks and the market in 
framing them, and arrives at quick decisions in emergencies, 
there is no reason why subjection of the Open-Market Committee 
to Federal Reserve Board control should adversely affect the 
conduct of this type of central bank operations; and since the 
Board was originally conceived as the controlling and co-ordinat- 
ing factor in the system, it is proper to clarify this position with 
respect to open-market operations. 

It is prescribed in the Act also that the time, character, and vol- 
ume of all purchases and sales of eligible paper shall be governed 
with a view to accommodating commerce and business and with 
regard to their bearing upon the general credit situation of the 
country. The Federal Reserve Act had prescribed that the Re- 
serve banks, in establishing their discount rates from time to time, 
should do so “with a view of accommodating commerce and busi- 
ness,” but had omitted to specify any objective for open-market 
operations. Since such purchases have become more important 
than rediscounts, the Reserve banks and Federal Reserve Board 
have had wider liberty than was originally intended, and the 
Banking Act of 1933 brings these practices into harmony as to ob- 
jectives. The new prescription is slightly more liberal than the 
one applying to rediscounts, as the bearing of open-market opera- 
tions on the general credit situation of the country may also be 
considered. It is no doubt the hope and expectation that this 
naming of objectives will restrain the Federal Reserve from con- 
sidering the stock market, treasury financing, and foreign central 
banks and governments in determining its policies, but I am dis- 
posed to believe these factors will be considered in the future as in 
the past. 

Several attempts have been made during the past decade to im- 
pose by legislation upon the Federal Reserve authorities, as a 
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definite duty, that they make their prime objective the mainte- 
nance of price stability. The recent Congress is to be congratu- 
lated that it did not prescribe this as the sole and invariable ob- 
jective of Federal Reserve policy. The objectives as stated are 
loose and broad enough to permit effort at price stabilization if on 
occasion it appears expedient. However desirable price stabiliza- 
tion may be, there is little in the history of the Federal Reserve 
to show that it has the power to stabilize prices even if it were to 
develop a mania for stabilization. 

The effort of the Banking Act of 1933 to specify and delimit the 
objectives of Federal Reserve policy, as well as to centralize au- 
thority in the Federal Reserve Board, is further exemplified in the 
control authorized over both Federal Reserve Bank credit and 
member-bank credit. The directors of the Reserve banks are re- 
quired, subject to the provisions of law and the orders of the 
Federal Reserve Board, to extend to each member bank such dis- 
counts and advances as may be safely and reasonably made with 
due regard for the claims and demands of other member banks, 
the maintenance of sound credit conditions, and the accommoda- 
tion of commerce, industry, and agriculture. Specific content is 
given to this prescription by requiring that the Reserve bank 
must keep itself informed of the general character and amount of 
the loans and investments of its members with a view to ascertain- 
ing whether undue use is being made of bank credit for the specu- 
lative carrying of or trading in securities, or for any other purpose 
inconsistent with the maintenance of sound credit conditions; and 
in determining whether to grant or refuse discounts or advances, 
the Reserve bank must give consideration to this information. 
Mcreover, the Federal Reserve Agent must report to the Federal 
Reserve Board any undue use of bank credit by a member bank, 
together with his recommendation. Whenever, in the judgment 
of the Board, any member bank is making such undue use of bank 
credit, the Board may, in its discretion, after reasonable notice 
and an opportunity for hearing, suspend such bank from the use 
of the credit facilities of the Federal Reserve and may terminate 
such suspension or renew it from time to time. 

In another section the Federal Reserve Board is given power to 
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fix, from time to time, for each Federal Reserve district the per- 
centage of its capital and surplus which any member bank may 
lend in the form of loans collateralized by stocks and bonds and 
to change this percentage at any time upon ten days’ notice, and 
to direct any member to refrain from an increase of its security 
loans for any period up to one year, under penalty of suspension of 
all rediscount privileges at the Reserve bank. The purpose of 
setting such percentages is to prevent the undue use of bank loans 
for the speculative carrying of securities. And again in another 
section the Board is empowered to cancel the right of any mem- 
ber bank to borrow on so-called 15-day paper and to declare exist- 
ing loans due, if such a member bank has failed to heed notice 
instructing it not to increase loans on collateral security. 

Heretofore, in line with the original conception of the Federal 
Reserve structure, the Federal Reserve Board acted through the 
Reserve banks and not directly with the member banks. The 
Reserve banks were made regional and fairly autonomous, super- 
vised but not operated by the Board. Within the law and the reg- 
ulations of the Board, the Reserve bank was free to extend such 
credits to its member banks as it deemed proper and expedient. 
But this new statute allows the Board to interfere directly with 
management of both the Reserve bank and the member bank. 
The Board, in its memorandum, expressed sympathy with the 
grant of this extraordinary power and others aimed at strengthen- 
ing the supervision of the Board over general credit conditions, 
and investing it with disciplinary powers over banks that pursue 
unsafe and unsound policies or abuse the privilege of membership. 
Senator Glass praised the provisions because they enable the 
Board to safeguard the Reserve funds of the country against the 
depredations of speculators even when the Reserve banks prove 
derelict in this respect. 

These provisions have been criticized chiefly from two points of 
view: whether such power should be lodged with the Board, and 
whether collateral loans should be impeached so stoutly. The en- 
actments are, of course, direct results of the bull market, 1926-29, 
and the three resulting panics of 1929, 1931, and 1933. It is true 
that the conduct of the Board in stopping the bull movement was 
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dilatory, spasmodic, inconsistent, and ineffectual, and one dare 
scarcely wager that at a future time that story will not be repeated. 
But one common apology for the Board’s failure was its want of 
power to take effective direct action against Reserve banks and 
against member banks and its necessity to rely on indirect action 
and moral suasion. The new Banking Act cuts off all such escapes 
from responsibility: if the boom of 1926-29 is ever repeated it 
will be by dereliction of duty or by erroneous judgment of the 
Board, unless perchance the theory of the speculative use of credit 
underlying these provisions is wrong. There have been times, 
such as 1919-20 and 1927-28, when the Reserve officials through 
their control of open-market and rediscount activities were 
largely, if not mainly, responsible for an unnecessary or unwieldy 
general volume of credit, rather than the member banks. 

Obviously a corollary to all these measures centralizing au- 
thority in the Board is that the qualifications of the members of 
the Board must be superior to the average to date if the whole 
system is not to get into a jam. If loans are to be rejected and 
banks suspended for making them, the Board members who do 
this must somehow make up for the fact that they are “a small, 
far removed, politically appointed group of men who are not 
possessed of first-hand knowledge of district situations and of the 
conditions and operations of the member banks.” 

The attack on speculative collateral loans, especially brokers’ 
loans, runs, as I have already shown and will show further, 
through a goodly proportion of the new Banking Act. The attack 
is never on the ground that such loans are not sound, but rather 
that they represent a diversion of short-term funds to capital 
financing, promoting an overdevelopment of capital facilities, re- 
ducing the liquidity of the whole mass of credit, making the proc- 
ess of deflation a long and painful process, putting the Federal 
Reserve into the channels of investment credit for which it was 
never intended, and depriving agriculture, industry, and com- 
merce of their due proportion of credit. On several of these 
grounds I am not in sympathy with the attack: (1) It has never 
been shown that brokers’ loans diverted any credit from agricul- 
ture, industry, and commerce; indeed, Professors Cassel, Hoover, 
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Reed, Rogers, and Iteman have quite conclusively demonstrated 
the contrary. (2) Bankers appearing before the Senate sub-com- 
mittee pointed out the impossibility of determining in advance the 
speculative character of certain types of loans and the difficulty 
involved in ear marking the uses to which the proceeds of a loan 
would be put. (3) Security loans served the bankers well until our 
economic system nearly broke down: losses were less than on 
commercial loans, diversification of risk was facilitated, the loan 
process was eased, etc. They also served well the borrowers and 
the depositors. (4) In the current depression commercial loans 
are quite as difficult to liquidate as security loans. (5) It is falla- 
cious to ascribe a heavy réle to security loans in causing the current 
depression. (6) Since a member bank as a rule does not borrow 
to re-lend, but to make up deficiencies of reserve arising from 
withdrawals of deposits and from other lumped causes, it is usually 
impossible to determine if a loan to a member bank is granted for 
a speculative purpose. My sympathy with certain phases of this 
attack on speculative security loans rests on the desirability of 
separating commercial and investment banking. 

Before passing to that phase of the new Banking Act, I should 
say that Section 11 provides that no member bank may act as the 
medium or agent of any non-banking corporation, partnership, 
association, business trust, or individual in making loans on the 
security of stocks, bonds, and other investment securities to 
brokers or dealers in stocks, bonds, or other investment securities. 
The tremendous growth of these so-called “loans for others’’ be- 
tween 1926 and 1929 was one of the most spectacular features of 
the boom, as were their sudden contraction in 1929 and disap- 
pearance later. Surely banking should be done by banks, for their 
own responsibility, and not by “bootleggers.”” The practice had 
been stopped by the New York Clearing House banks in joint 
agreement, and no one can complain that Congress reinforced this 
action by interdicting such loans by member banks. There is still 
a possibility of evasion when sometime again it may become a 
profitable operation. It is to be hoped that the states will likewise 
outlaw the method. 

An outstanding effort of the new Banking Act is to eradicate 
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the menace of affiliates of member banks. The Federal Reserve 
Board in 1931 tabulated the number of non-banking subsidiaries 
of national banks: it specified nineteen kinds of affiliate (plus 
a “miscellaneous” item) based on function (such as securities com- 
pany, realty company, holding company, and bank-building com- 
pany), and four modes of control (namely, stock owned by bank, 
stock trusteed, stock owned by other affiliate, stock owned by 
bank stockholders). The total number of affiliates was 770. The 
definition set in the Banking Act of 1933 turns on control of a 
majority of the directors whether by stock ownership or inter- 
locking directorates; but while the Act disregards the function 
and applies to all kinds, its chief interest is the securities affiliate. 
These had undergone a remarkable growth since 1927, so that 
by 1930 bank affiliates sponsored 54.4 per cent of all new securi- 
ties issues, 33.6 per cent being by affiliates of national banks. It is 
well known that in these three years the stock- and bond-market 
boom led business enterprises all over the Unitec' States to finance 
their requirements by selling their own securities rather than by 
borrowing at commercial banks. The result was that the business 
of banking underwent a remarkable transformation—commercial 
banking declining, investment banking increasing, commercial 
bank affiliates being organized to handle the new business. 

The first security company affiliate dates from 1911 when, on 
account of pressure from the Comptroller of the Currency, be- 
cause he saw a conflict between the business of marketing securi- 
ties and the deposit function, a certain national bank shifted its 
security business to a specially organized affiliate. The method 
was broadly copied. But this arrangement has proved increasing- 
ly unsatisfactory, and the new Banking Act now prescribes that 
after one year no member bank may be affiliated with any institu- 
tion engaged principally in the issue, flotation, underwriting, pub- 
lic sale, or distribution at wholesale or retail or through syndicate 
participation of stocks, bonds, debentures, notes, or other securi- 
ties. While the Glass Bill was under consideration Senate hearings 
were revealing the bad practices of affiliates in dangerous under- 
writing operations, stock speculation, and maintaining a market 
for the bank’s own stock often largely with the resources of the 
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parent bank. Moreover, on account of the heavy losses to parent 
banks from the high overhead of operating their overextended 
security affiliates, and from the contraction of values of the 
securities in their portfolios, and from the violent criticism 
brought on the parent by the affiliate, certain leading banks since 
1930 have been voluntarily dissolving their affiliates, and others 
had expressed their intention to do so. Therefore, conditions 
favored the passage of the prohibitory Act, and the debate turned 
largely on whether the parent bank should have one, two or three 
years to effect the divorce. 

As for other kinds of affiliates, since non-member state banks 
and trust companies had them, it was resolved to allow member 
banks to retain them, but to authorize the supervisory authorities 
to obtain reports and to make examinations of all affiliates of 
member banks and to prescribe limits on the loans that a member 
bank may make to an affiliate. The limit of loan to any one affili- 
ate is set at 10 per cent of the capital and surplus of the parent 
bank and the aggregate amount of loans to all affiliates may not 
exceed 20 per cent of the parent bank’s capital and surplus. 
Furthermore, the amount of the several classes of securities col- 
lateral to the loans is specifically named, and the securities and 
other obligations of the affiliate that are owned by the parent are 
regarded as loans and consolidated with the other loans in com- 
puting the 1o per cent limit. Loans to some types of affiliate are 
exempt from these severe restrictions. Quite obviously it will be 
more difficult in the future for an affiliate to purloin the parent’s 
funds and weaken the depositor’s position. 

Until now affiliates have not been subjected to regulation or 
examination by either the federal or state authorities; undoubted- 
ly the reports, examinations, and regulations will exercise a salu- 
tary effect in strengthening the parent bank, for the light of day 
tends to purge and purify foul secret practices. It will always be a 
question whether this sort of purge would not have been sufficient 
also for security affiliates, rather than the extreme requirement of 
complete divorce. Some parent banks like the Chase National 
Bank, have for years invited and received examination of affili- 
ates by the national bank examiners, without legal compulsion. 
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The divorcement of member banks from securities affiliates is 
paralleled by restraints on investment houses which are designed 
to make them stick to strictly investment banking and not in- 
fringe on commercial banking. For instance, investment houses 
are denied the right to receive deposits subject to check or to re- 
payment upon presentation of a passbook, certificate of deposit, 
or other evidence of debt, or upon request of the depositor. Be- 
ginning next year no officer or director of a member bank may be 
an officer, director, or manager of an investment house; and no 
member bank may act as correspondent of an investment bank, 
and no investment bank may act as correspondent of a member 
bank or hold on deposit any funds of a member bank, unless it 
receive a permit from the Federal Reserve Board. The Board will 
issue such a permit if it is deemed not incompatible with the pub- 
lic interest. These restrictions, together with those on securities 
affiliates, promise to work a grand transformation of Wall Street 
during the coming year. 

One kind of affiliate is specifically named, defined, and regulat- 
ed in the new Banking Act, namely, the bank holding company, 
or “bancorporation”’ as it is commonly called. Such a company 
is defined as (1) one that owns or controls, directly or indirectly, 
either a majority of the shares of a member bank or a majority 
of the shares voted for election of directors of a bank or controls 
in any way the election of a majority of the directors of a bank; 
or (2) for the benefit of whose shareholders or members all or sub- 
stantially all the capital stock of a member bank is held by 
trustees. The ownership or control of banks by the corporate 
holding company, or “group banking”’ as it is called, is a new use 
for this device, whereas it has long been common in the field of 
railroads, public utilities, and industrials, and has everywhere 
added difficulty to public regulation because it obscures owner- 
ship, management, responsibility, and investment values. The 
use of the device in banking has been as a means of centralization 
of banks, particularly in states that were illiberal in allowing 
branch banking, which, from the point of view of both bankers 
and public, is preferable to group banking. 

The business of a corporation which controls banks partakes 
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so much of the nature of banking itself that it is unquestionably 
proper to subject such corporations to public supervision similar 
to that imposed on banks. The American public had become quite 
generally persuaded to this view and some states had legislated 
accordingly. Since a bancorporation can control both national 
banks and state banks, even when located in many states, this 
multiplication of jurisdictions has complicated the supervision of 
group banking, because, if it is to be effective, the supervising 
authorities must have power to inspect each component of the 
group as well as the holding company. If group banking were 
allowed to continue to develop under diverse laws and regulations 
or no supervision whatever, grave abuses might arise through the 
shifting of assets, and through one component bank dragging an- 
other to ruin. Moreover, there is a strong tendency for the stocks 
of the holding company to be speculative favorites and for the 
whole group of banks to be operated for speculative ends rather 
than for true and sound banking service. A worse use of group 
banking is for an investment house or commercial-bank securities 
affiliate to organize and operate a bancorporation as a market and 
outlet for its security issues. 

The new Banking Act attacks this problem of regulation indi- 
rectly. As the bank holding companies are state corporations, 
Congress had no direct control over them except that which may 
be voluntarily granted; but, by the very nature of the device, a 
company needs to vote the bank stock owned, and Congress can 
control the conditions under which national bank stocks may be 
voted. The Banking Act, accordingly, prohibits a holding com- 
pany from voting national bank stocks unless it is willing (1) to 
be examined by the federal authorities and to allow each bank 
owned or controlled by it to be examined, (2) to divest itself of 
ownership of securities companies, and (3) to own free readily 
marketable assets other than bank stock sufficient to make sure 
that it can satisfy the double liability of shareholders in case any 
bank owned by the company should be suspended. In order to 
vote shares of national banks the company must get a permit from 
the Federal Reserve Board, which, before issue, will have satis- 
fied itself that the company has complied with these requirements 
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and that the financial condition of the applicant, the general 
character of its management, and the probable effect of the issue 
of the permit will be in the public interest. The voting permit is 
revocable on 60 days’ notice, after giving an opportunity to be 
heard; and whenever such a permit has been revoked the national 
bank is estopped from receiving deposits of public money and 
from paying dividends to the holding company, and its rights, 
privileges, and franchises are made liable to forfeiture, in the dis- 
cretion of the Board. Finally, as a protection to the Federal Re- 
serve, it is decreed that whenever two or more member banks 
within the same Federal Reserve district are affiliated with the 
same holding company, only one of the banks is allowed to partici- 
pate in the nomination or election of Federal Reserve bank di- 
rectors; otherwise the Federal Reserve bank might be unduly in- 
fluenced by a large holding company. 

The most controverted feature of the MacFadden Act of 1927 
and of the Banking Act of 1933 was the provisions for branch 
banking. The failure of 1,673 national banks and of 9,457 state 
banks from 1921 to March 1, 1933, involving total deposits of 
$1,254 millions and $3,947 millions, respectively, together with the 
utter breakdown of the system in the nation-wide bank holiday 
in March, should satisfy anyone that there is something inherent- 
ly wrong in our system. The sub-committee recognized that their 
recommendations for larger capital, closer and stronger super- 
vision, more careful supervision of investments, and more truth- 
ful evaluation of assets were not curative to these constitutional 
weaknesses, but merely alleviatory: for cure they recommended 
branch banking. During the last legislative session four states 
(Utah, Nevada, Oregon, and Washington) voted to have state- 
wide branch banking; eight other states (Arizona, California, 
Delaware, Maryland, North Carolina, South Carolina, Rhode 
Island, and Vermont) have had such legislation for some time. 
Virginia permits branch banking in somewhat restricted form. 
Many states allow city-wide or county-wide branch banking, 
while many others by express statute or regulatory practice for- 
bid branch banking in any form. The Glass sub-committee pro- 
posed to authorize national banks to engage in state-wide branch 
banking, under specified regulations, in all states regardless of 
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state laws on the subject. Moreover, it was proposed that if by 
reason of the proximity of a national bank to a state boundary 
line the ordinary and usual business of the bank was found to ex- 
tend into an adjacent state, the Federal Reserve Board might 
permit the establishment of a branch or branches in an adjacent 
state but not beyond 50 miles from the place where the parent 
bank is located. 

This clause defeated the passage of the Glass Bill in the De- 
cember session of Congress, where Senator Long led a filibuster 
against it. It was attacked on many grounds, most of which were 
sadly demagogic, such as that it was un-American, monopolistic, 
destroying the small banks, ruining the community, etc. Some 
held that since we have a dual banking system the autonomy of 
the states should be respected to the extent that national banks 
competing with state banks should not be given powers denied 
under state laws to state banks. Such a deference to state policy 
is found in Section 11 k& of the Federal Reserve Act, which pro- 
vides that trust powers exercised by national banks shall not 
contravene the state laws relative to competing state banks and 
trust companies, and in Section 9 which permits rather than com- 
pels membership of state banks in the Federal Reserve and allows 
them to become members even though they are operating 
branches to an extent not permitted to national banks. The 
minority members of the sub-committee opposed it on the ground 
that it would effect an undesirable unification of both systems. 
Senator Norbeck favored the retention of the present law which 
permits national banks to maintain branches within their home 
cities and then only to the extent state banks are allowed such 
privilege. Senator Vanderberg offered an amendment, to which 
Senator Glass would have acceded, designed to guard against in- 
vasion of new cities by branches of banks in other cities, except 
where an existing bank is absorbed; but this plan was not to estop 
the founding of branches in communities which had been bereft 
of banking facilities by failures. Some argued that the Federal 
Reserve would be threatened, resting as it does upon the co- 
ordination and co-operation of thousands of small independent 
banks. Ultimately Senator Glass became convinced that it was 
hopeless to attain important branch-bank legislation; and he 
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prepared an amendment which would prove acceptable to Con- 
gress rather than lose the opportunity for other bank reforms 
through his stubbornness on the branch-bank iss. 

The provision adopted authorized a national bank to have 
branches on a city-wide or state-wide basis, on the same condi- 
tions as the state banks are permitted to operate branches by 
express statutory enactment. But no national bank may estab- 
lish a branch outside its home city unless it has a capital of $500,- 
ooo or more, excepting that in states having a population of less 
than a million and having no cities with a population exceeding 
100,000 the capital may be as low as $250,000, and that in states 
having a population of less than a half-million and having no cities 
with population exceeding 50,000, the mininium capital may be 
$100,000. Moreover, the aggregate capital of a parent bank and 
its branches “uust at all times at least equal the aggregate mini- 
mum capital required by law for an equal number of national banks 
situated in the various places where the parent and branches are 
located. It is also specified that nothing in federal law shall pre- 
vent a state member bank from establishing branches on the same 
terms and conditions and under the same limitations as would be 
applicable to the establishment of branches by national banks. 

It will be noted that the increase of power of national banks 
consists of the right to operate branches outside the home city 
if the state banks have that right. Senator Glass said he realized 
the plausibility of the plea made in the Senate that this would put 
the burden upon the proponents of branch banking to go to the 
state legislatures in their respective states if they wanted the 
system there, but he was apparently not very sanguine. Many 
speakers since the Act was passed have waxed eloquent on the 
spur the Act gives to branch banking. I believe the contrary. 
The higher capital requirements offset the slight increase of power 
to found branches. Undoubtedly the branch-bank issue, now 
transferred to the state legislatures, will, during the next few 
years, be a major issue; but it will be so not on account of the 
amendment, but because branch banking is a proved means to 
bank stability. -If, however, the scheme of insuring deposits be- 
comes popular and effective, even this argument for branch bank- 
ing will be check-mated. 
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This introduces another hotly controverted provision of the 
Banking Act of 1933—the insurance of bank deposits. The at- 
tempts in the Senate, by amendment, to nullify or minimize the 
branch-banking privilege proposed in the Glass Bill were accom- 
panied by propaganda in the Senate and House for the guaranty 
of bank deposits either by the government or by the banks co- 
operatively. Senator Glass was opposed to deposit guaranty but 
finally accepted it rather than occasion the postponement of other 
banking legislation which he regarded indispensable at this time. 
Congressman Steagall was its most persistent advocate. The 
closing of the banks in the bank holiday and the slowness with 
which they were opened and the failure of thousands to open on 
any basis caused so much distress that the advocates of deposit 
guaranty were helped to put over their program. It was demand- 
ed that the banks be opened and put on a stable basis, and argued 
that, since branch banking was bound to be defeated in Congress 
for political, demagogic, and selfish reasons, it was possible to 
arrive at the desired result by guaranteeing deposits and then 
reopening the banks. I am disposed to believe that only branch 
banking, on a nation-wide basis, will solve the banking problem 
in the United States, and that the establishment of a system of 
deposit insurance not only delays the transformation of our sys- 
tem to a branch-banking basis, but also deprives branch banking 
of its effectiveness in reforming the system. This is my main ob- 
jection to a trial of the guaranty of deposits. 

The scheme of guaranteeing deposits found in the Banking 
Act of 1933 is a combination of two ideas both born of the holo- 
caust of bank failures and the bank holiday. The deflationary ef- 
fect of tying up billions of dollars of deposits in failed banks 
inclined Congress to consider means of expediting the liquidation 
of the assets of these banks and of giving at once to the depositor 
as large a proportion of his deposits as it could be safely expected 
would be ultimately realized from the assets. The Senate sub- 
committee proposed that a liquidation corporation be created to 
buy the assets of failed banks for cash and to liquidate them. 
This corporation was to get its capital from the member banks 
and from the Federal Reserve banks which were required to sub- 
scribe to its stock in amounts fixed, so far as member banks were 
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concerned, in relation to their deposits, and in case of the Re- 
serve banks, according to their surplus. 

There was no guaranty in this scheme that the depositor would 
in the end get 100 cents on the dollar of deposits. The primary 
cause for the resurgent and triumphant demand for such guaran- 
ty was the potential loss of the 4 billion dollars of deposits tied 
up in failed banks and billions more in banks held closed after the 
holiday. The guaranty of deposits had been voted down in the 
Democratic Convention, and the overwhelming majority of Re- 
publican Congressmen voted for the proposal: it can scarcely be 
described as partisan legislation. Under the circumstances of its 
passage, it is a wonder the guaranty risk was not loaded on the 
government: for this we may all be thankful. 

The guaranty of deposits rests on the proposition that the 
supreme duty of a bank is to repay depositors on demand or after 
the contractual period. It also assumes that banking is not a com- 
mon right of the citizens, and that, when the government charters 
a bank, the government is obligated to see that that bank, or all 
the banks co-operatively, or the government itself pays deposi- 
tors. To the end of reducing risk of default of a bank the govern- 
ment may well tighten and improve its supervision of banks. It 
may be expected that national bank supervision will tend thus, 
and banks that have been restive heretofore under such super- 
vision may well break away now. Eight states have tried the 
guaranty of deposits under various schemes; their universal fail- 
ure proves, among other things, that careful and adequate super- 
vision of insured banks is a necessity. Such supervision is more 
likely and possible for national banks, under the distant comp- 
trollers of the currency, than for state banks under state bank 
commissioners more subject to political considerations and pres- 
sure than to the dictates of sound banking. 

The charge that the guaranty system tends to encourage bad 
banking and to lull the public into an undiscriminating belief 
that all banks are equally good is controversial. Similarly dis- 
putable is the charge that deposit guaranty dulls the individual 
banker’s sense of responsibility to the depositor. In the experi- 
menting states good and bad banking certainly went on both in- 
side and outside the system and the public was little cognizant of 
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the difference; and it would be difficult to imagine bankers more 
callous to their duties to depositors than thousands of them have 
been during the last decade, as often outside guaranty states as 
inside. In most states experimenting with deposit insurance too 
little attention was paid to restricting the rate of interest that 
might be paid on insured deposits, with the result that competi- 
tion took the form of higher and higher rates, beyond what a 
bank could reasonably pay and still stick to conservative loans 
and investments. A provision in the Banking Act of 1933 pro- 
hibits member banks from paying interest on demand depos- 
its and authorizes the Federal Reserve Board to set the maximum 
rate paid on time deposits and savings deposits. It is argued not 
only that this provision will obviate the alleged tendency of 
deposit insurance to weaken the banks, but that the probable 
reduction of rates will make up to the bank the cost of its sub- 
scription to the insurance scheme. An attempt to correct the al- 
leged tendency is also found in the provision which allows only 
partial insurance for accounts over $10,000, so that the large de- 
positor will still be alert for signs of weakness in the management 
of his bank. There are two defects in this partial guaranty plan: 
(1) The temptation will be for the depositor to carry many ac- 
counts of less than $10,000 rather than a few larger ones, a fact 
which will add to the expense of bank operation; and (2) since the 
large depositors have less protection, they will be quick to run on 
a bank at the first sign of trouble, a fact which accentuates the 
greater risk to a bank in large deposits. 

The details of the insurance plan compose more than a third 
of the entire bill. It can only be sketched here. A “‘Federal De- 
posit Insurance Corporation’”’ is created to liquidate the assets 
of suspended member banks and to insure the deposits of all 
banks admitted to the plan. The management of the corporation 
rests with the Comptroller of the Currency and two citizens ap- 
pointed by the President. The capital is derived from three 
sources: $150,000,000 is appropriated from the United States 
Treasury; each Federal Reserve bank must subscribe one-half of 
its surplus as of January 1, 1933 (this will yield $135,000,000 half 
payable immediately, and half at call); all participating banks 
will subscribe one-half of one percent of their total deposits, one- 
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half payable on July 1, 1934, and one-half at call (this will bring 
about $200,000,000). Thus the corporation will have a fund of 
about one-half billion dollars. Further provision of capital is 
possible through the issue of notes, bonds, or other obligations. 
Money of the corporation not otherwise employed may be invest- 
ed in government securities or deposited in the United States 
Treasury or in the Federal Reserve banks. 

A hotly contested point was the date when the system should 
become effective. A compromise was effected providing for a 
temporary plan, becoming effective January 1, 1934, or earlier 
if the President decrees, and a permanent plan superseding the 
former on July 1 following. The temporary plan insures individ- 
ual deposits of $2,500 or less, in member banks of the Federal 
Reserve and in non-member banks whose solvency has been at- 
tested by state banking authorities and by federal officials admin- 
istering the fund. The permanent plan consists of the “Federal 
Deposit Insurance Corporation.” The postponement of its effec- 
tive date to July 1 allows time for examining bank assets and 
selecting members, and also allows state banks time to decide 
whether they want to participate. 

When a participating bank is closed, the Corporation, having 
been appointed receiver, will immediately organize a new bank 
which will receive from the Corporation an amount equal to the 
insured liability of the closed bank and then assume these liabili- 
ties, whether the closed bank was a state or national bank. The 
Corporation receives such dividends as the depositor would other- 
wise have received; if the proceeds of liquidation exceed the lia- 
bilities assumed, the excess goes to the depositors; if the proceeds 
are less than these liabilities, the deficit is charged to the deposit 
insurance account. Should this account be depleted to or below 
one-fourth of one per cent of the total liabilities of the participat- 
ing banks, the Corporation may levy on these banks an assess- 
ment of one-fourth of one per cent, and no defaulting bank may 
pay a dividend unti! this assessment is paid. If an adequate 
amount of stock of the new bank is subscribed and paid for in 
cash, the bank will be authorized to commence business as a 
regular national bank; but if the stock cannot be sold, the Cor- 
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poration may either sell the assets of the new bank to a bank in 
the same place or liquidate it after two years. 

There are those who believe competition will force uninsured 
non-member banks to participate in the insurance scheme. This 
is doubtful. The history of the guaranty schemes indicates that 
a non-insured bank can successfully compete with insured banks; 
the only time the pressure is important is in time of multitudinous 
failures. The state bankers’ associations meeting these days 
quite generally attack the plan and pass resolutions recommend- 
ing amendment, particularly do they want set a maximum lia- 
bility for assessments in any year. The big bankers regard it as 
an imposition to be assessed, for they alleged that they rigidly 
preserved their strength and liquidity during the past three un- 
paralleled years and such assessments would be a sacrifice of ad- 
vantages earned by their prudence and diligence. Very spirited 
effort will undoubtedly be made when Congress meets in Janu- 
ary to abolish or modify the guaranty scheme; organized prepara- 
tion for such a contest is already well under way. 

There seems no reason to believe that deposit guaranty will 
increase the membership of the Federal Reserve; on the contrary, 
it will remove several reasons for state banks joining. This is 
unfortunate, for the supreme need of American banking is a uni- 
fied system. Indeed the most serious consequence of the Banking 
Act of 1933 is the probability of its perpetuating more or less 
indefinitely the dual and decentralized banking system, and in 
many respects tending to weaken the Federal Reserve by making 
membership more burdensome and not providing compensating 
advantages. One can scarcely imagine a system with a weaker 
structure. The chartering of commercial banks by states should 
be ended, and every bank be forced to join the Federal Reserve. 
Nation-wide branch banking should be allowed to develop and 
replace our system of 20,000 banks with a system of 20 or 10 
banks with 20,000 or more branches. Tremendous change in the 
character of the Federal Reserve would result, but this institu- 
tion should not be maintained in order to perpetuate a system of 
banking that has failed so abysmally as ours in the past decade. 


Ray B. WESTERFIELD 
YALE UNIVERSITY 
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I, EFFECTS OF THE CRISIS 


1. New Zealand is dependent to an unusual degree on external 
trade. In 1928, exports totaled £56 million and imports nearly 
£45 million, making a grand total of £101 million, or £70 4s. 11d. 
per head of population. Exports of pastoral origin—chiefly wool, 
meat, butter, and cheese—accounted for 94 per cent of the total 
exports. Imports are mainly manufactured or semi-manufactured 
goods. In the same year, 1928, the estimated national income was 
£150 million. The value of all material production at wholesale 
prices was £125 million for the year ended June 30, 1929, farm 
products accounting for £82 million of this. The value of farm 
products was 65 per cent of the value of all production and about 
55 per cent of the estimated national income. About 70 per cent 
of the value of farm production was exported. 

New Zealand is also a heavily indebted country. The national 
debt at March 31, 1929, was £264.2 million or £174 10s. 4d. per 
head of population. Of this amount £110.7 million was held in 
New Zealand, £159.3 million in London, and £4.2 million in 
Australia. The total net debt of local authorities was about £60 
million. Private debt is difficult to estimate, but as at March 31, 
1929, mortgage indebtedness alone exceeded £157 million, of 
which an appreciable sum was held by the state as mortgagee. 

In the light of the above conditions, the significance of move- 
ments in export prices for prosperity in New Zealand can be 

* In this article I have drawn freely on: Report of Economic Committee (February, 
1932), by Professor J. Hight (Chairman), Professors H. Belshaw, D. B. Copland, 
A. H. Tocker, and Mr. A. A. Park (Secretary of the Treasury), and The Crisis in 
New Zealand by Professor H. Belshaw, L. Holt, H. R. Rodwell, F. B. Stephens, and 


D. O. Williams. 
75° 
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readily appreciated. A fall in the price of the raw materials and 
foodstuffs which comprise the bulk of exports usually precedes 
and goes farther than the fall in manufactured or semi-manu- 
factured exports, so that the terms of trade move unfavorably to 
New Zealand. At the same time the burden of overseas interest 
increases, since more exports must be sold to meet an obligation 
fixed in terms of money. For these reasons a fall in export prices 
usually means a loss in real national income. The domestic price 
of exportable pastoral products tends to fall in sympathy with 
export prices, and the gross income of farmers is reduced more or 
less in proportion to the fall in export prices. With farm produc- 
tion equaling about one-half of the national income, a 1o per cent 
fall in export prices causes a fall in national money income of the 
order of 5 per cent, other things being equal. The large volume of 
debt becomes an important factor in restricting profits and dis- 
couraging business enterprise, because it makes for rigidity in 
costs.” 

2. Viewed in retrospect, the years 1928 and 1929 were years of 
reasonable prosperity. Export prices were good, and the terms 
of trade were favorable.’ The estimated national income rose 
from £136 million in 1925 to £150 million in 1928, despite a down- 
ward trend in prices. In the latter year the value of exports 
reached the record total of £56 million, or 40 per cent greater than 
in 1914, at 1914 prices. 

Nevertheless, the situation prior to the crisis was far from 
satisfactory and there were signs of a lack of economic equi- 

2 The reaction of farmers to the fall in prices during the crisis has been, however, 
to increase production. 

3 The following table shows the movement in the terms of trade 1914-30. Base 
IQI4= 100. aa 


Im Export Terms of 
Prices Prices Trade 
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librium. Farm costs, as measured approximately by the index 
number of farm expenditure, were high, and were rising relative 
to export prices. Retail prices and money wages were also high, 
and were rising relative to wholesale prices and export prices. 
The traditional policy of borrowing for public works, state ad- 
vances, and other purposes was continued, and the net public 
debt held overseas increased by about £5 million annually. The 
figures in Table I show the growth of the public debt. 














TABLE I 
PUBLIC DEBT OF NEW ZEALAND, 1922-32* 

DoMICILED IN: 
As AT TOTAL NET PER 
Mance 3: London Australia | New Zealand (6 Msaseen) | © Caseza (6) 

(£ million) | (£ million) | (£ million) 

ere 105.9 2.3 110.8 219.0 160: o: 8 
ee 120.8 3.0 104.0 227.8 155: 6: 9 
re Tee 139.7 4.2 107.5 251.4 aya: a: 7 
eer 149.3 4.2 110.7 264.2 170:10: 4 
0 146.6 4-3 116.7 267.6 178: I: I 
Peenstxindones 154-5 4.2 117.3 276.0 181: 3: I 
ee 159.6 3-9 118.4 281.9 183: 6: 7 




















* After New Zealand Official Year Book, 1932, and 1933. 


From March 31, 1922, to March 31, 1931, the net indebted- 
ness of local authorities increased from £32.4 million to £62.2 mil- 
lion.‘ 

The net interest payable overseas on government and local 
body debt is about £9 million per annum, or £6 per head of 
population. 

Although public works financed by borrowed money will 
eventually be justified in large measure by an increase in popula- 
tion, it is clear, even apart from the present crisis, that much pub- 
lic works expenditure was premature and could not have been 
continued at the same rate for long. The country was, for the 
time being, overdeveloped in regard to public works. A similar 
overdevelopment existed in certain other directions, noticeably in 
building. In other words, there was a lack of balance between 


4 Cf. New Zealand Official Year Book, 1933, p. 481. 
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expenditure on capital works and on current consumption. 
Hence a problem of labor transfer would have arisen even if the 
external price situation had remained unchanged. 

Further, the net annual overseas borrowings of about £5 mil- 
lion helped to sustain prices and the national income, and stimu- 
lated business. The correction of the lack of balance referred to 
would have required a reduction in overseas borrowing; and the 
“tapering off’’ of London borrowing was already laid down as a 
matter of policy. This would have necessitated a readjustment in 
internal prices, and possibly some temporary reduction in real 
wages. With the fall in export prices there arose a difficult prob- 
lem of transfer in respect of interest and debt redemption, and a 
loss in real income due to the increased burden of overseas com- 
mitments, and to the fall in the barter terms of trade. 

There was an additional problem of readjustment necessitated 
by the growth of unemployment, even prior to the break in prices. 
This increase was due in part to the decline in certain industries, 
such as timber and kauri gum, and in part to technological 
changes, both of which raised the need for labor absorption and 
transfer.’ 

If the level of prices had been sustained, the necessary adjust- 
ments could have been made gradually without any serious in- 
ternal strains and with little more than a temporary halt. But the 
dramatic fall in prices commencing in the 1929-30 export season 
raised a new problem of adjustment which is enormously greater. 

3. The fundamental problem in New Zealand, as in other 
countries, is one of price disparities. The fall in export prices has 
not been accompanied by a similar fall in internal prices and costs, 
import prices, and monetary commitment overseas. Table II re- 
veals the serious nature of the price situation which had de- 
veloped by 1931. 

Expressed in New Zealand currency, export prices were about 
43 per cent lower in 1931 than in 1928, general wholesale prices 

5 Official figures of unemployment understate the problem prior to the crisis. 
The number of unemployed is masked by the failure of many unemployed to register 
and by the use of the railways and public works to sustain employment. Thus in 


July, 1930, there were over 13,000 employed on public works as against 6,500 in 
April, 1932. 

















754 H. BELSHAW 


about ro per cent, wholesale prices of imported items about 3 per 
cent, retail prices about 11 per cent, and money wages about 12 
per cent. Interest rates were slightly lower, but the rates of gov- 
ernment and local body taxes were higher. 

Expressed in sterling, export prices fell by about 47 per cent 
and import prices about 20 per cent.® Hence over 50 per cent 
more commodities had to be exported for a given volume of im- 
ports than in 1928, while over 80 per cent more exports were re- 


TABLE II 


INDEX NUMBER OF PRICES IN NEW ZEALAND 1914 AND i919-31 
(Base 1914=1,000) 
































Wholesale | Imported ‘ Nominal 
Year (All Commodi-| Exports oe Es- — Wages 
Groups) ties Generate — (Male) 
| oe 1,000 1,000 1,000 1,000 1,000 I ,000 
ss +e nen cere 1,703 1,941 1,671 1,511 1,567 1,304 
1924... ...00505 1,584 1,555 1,597 1,586 1,604 1,533 
Pi s<tensanes 1,417 1,360 1,520 1,642 1,618 1,656 
eee 1,413 1,355 1,456 1,636 1,607 1,658 
Seer 1,370 1,345 1,144 1,628 1,562 1,665 
7 er 1,270 1,322 874 1,490 1,447 1,542 
Latest figure....| 1,186* | 1,282f 80st | 1,250§ | 1,268]| 1,37417 
* January, 1933 § Year 1932 
t January, 1933 || January, 1933, provisional 
$ January, 1933 { December, 1932 


quired to pay the ennual overseas interest bill (amounting to 
about £9 million) of government and local bodies. These factors 
occasioned a loss in real income of possibly 15 per cent between 
1928 and 1931. To the loss from these causes must be added a 
loss due to diminished production within New Zealand, and to the 
cessation or reduction of overseas borrowing. These might well 
bring the real loss to 20-25 per cent. New Zealand can scarcely 
expect to emerge from the crisis with a loss of less than 10-15 per 
cent, unless export prices rise considerably. This may be dim- 
inished as production expands’ or the disparity between export 
and import prices is reduced. 

6 Increased customs duties since 1928 widen the margin between sterling and 
New Zealand prices of imports. 


7 The glut in butter suggests that there are limitations on the extent to which 
relief can be found through increased production. 
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Since 1931, the position has deteriorated further. Export prices 
were about ro per cent less in 1932 than in 1931, but import prices 
were only 3 per cent less. Hence the terms of trade were less 
favorable. Wholesale prices (all groups) were about 4 per cent 
less, wages and retail prices 9 per cent less. The only index mov- 
ing favorably to the farmer was that of farm expenditure which 
fell 17 per cent. 

During 1933 the export situation has become even more acute, 
largely owing to the glut in dairy produce on the London market. 
This has caused a further sharp fall in price, and led to proposals 
for restrictions of supplies on to the British market. These pro- 
posals have been rejected, for the time being. 











TABLE III 

VALUE OF FARM PRODUCTION IN NEW ZEALAND 
Exports* Total 

Wear Gates £ million £ million 
OE, i onkcntidaeke 55.2 82.1 
Sek enncdnicenset 40.2 72.2 
pe 36.8 56.0 
errr 35-5 49.8 











* All exports, approximately 94 per cent being farm products. 


The most serious price disparity is that between farm selling 
prices and farm costs, as measured roughly by the index number 
of farm expenditure. Between 1928 and 1931 the former fell by 
43 per cent, the latter by only 10 per cent. In 1932 export prices 
were 48 per cent less than in 1928 and the index number of farm 
expenditure was 24 per cent less. This disparity does not tell the 
whole story, however, for costs “from farm to f.o.b.” have fallen 
less than selling prices. 

The effect of the crisis on the estimated gross receipts of 
farmers is given in Table ITI. 

The above figures would suggest that the gross income of farm- 
ers was over 30 per cent less for the calendar year 1931 than for 
the year ended June, 1929. The fall in net income is much greater 
owing to the rigidity of farm costs and of costs “from farm to 
f.o.b.” If the net returns to all farmers were averaged out, it is 
doubtful if any surplus over costs would remain. 
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The enormous shrinkage in the purchasing power of farmers 
is the chief proximate cause of the stagnation in business gen- 
erally. Despite some relief from wage and salary reductions from 
statutory reductions in interest, and from concessions by mort- 
gagees and other creditors, manufacturers and traders have been 
unable to reduce prices sufficiently to sustain demand. Sales have 
dwindled, unemployment has increased considerably, profits have 
been sharply curtailed, and reserves have been eaten into. Indus- 
try and trade have suffered from a price disparity similar to, 
though less serious than, that which has afflicted farming indus- 
tries. In many cases the spreading of overhead charges over a 
smaller volume of business has actually increased cost per unit, 
while increased taxation has operated in the same direction. 

The extent to which, and the rapidity with which, the economic 
position has deteriorated are revealed by the indexes of business 
activity (Table IV) and by the growing volume of unemploy- 
ment. 

During the period from 1928-29 to 1932-33 the estimated 
volume of production fell from £125.3 million to £81.5 million 
and the national income from about £150 million to £98 million, 
or about 35 per cent. Bank debits, which afford a useful index of 
the volume of financial transactions, also fell by 35 per cent be- 
tween 1929 and 1932. 

If allowance is made for the fall in wholesale prices, the volume 
of production is about 20 per cent less in 1932 than in 1928. 

For the week ended January 25, 1928, the number of unem- 
ployed on the register of the Labour Department was 2,185. For 
the week ended January 28, 1933, the number had increased to 
51,698 or an apparent increase of about 49,500. The real increase 
is probably not far short of 40,000. In a country such as New 
Zealand in which the proportion of public servants and workers 
on own account is high, the present volume of unemployment is 
indicative of a very serious maladjustment indeed. 

Fortunately for New Zealand, the banking position remains 
sound. The decline in bank debts and the increase in the ratio 
of fixed to free deposits (cf. Table IV) indicate the general de- 
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terioration in business conditions. On the other hand, the volume 
of all deposits for the March quarter, 1932, though less than for 
the similar period in 1929, 1930, and 1931, is still slightly higher 


TABLE IV 
INDICES OF PROSPERITY AND DEPRESSION IN NEW ZEALAND* 








1924 1925 1926 | 1927 1928 1929 | 1930 | 1031 
£ mil- | £ mil- | £ mil- | £ mil- | £ mil- | £ mil- | £ mil-| £ mil- 
lion lion lion lion lion lion lion lion 





Building rmits in 


principal towns....| 9.3*| 10.2%] 9.7] 9.0] 8.6] 8.9] 6.0] 2.5 
Mortgages registered. | 41.1} 47.17| 40.0f| 33.2] 33.6T| 30.81] 34.9 | 14.7 
Mortgages discharged| 29.7t| 34.0f| 29.2T| 24.0f| 25.3f| 28.3T) 22.6 | 11.1 
Land transfers....... 34-0 | 35-5 | 33-3 | 20.6 | 30.5 | 32.1 | 25.3 | 13.8 
Totalizator invest- 

ee 7-7) 8.4] 8.6] 7.6] 7.6] 7.2] 7.5] 5.3 


Percentage of free to 
fixed deposits, De- 
cember quarter... .|124 121 110 88 75 74 57 47 

Bank debits, weekly 
ac i6neecas § § § § | 19.1\|| 22.0 | 20.1 | 15.8 

Average of 25 share 

rices in January 
TS I RRS 199 |205 |204 [213 |231 195 |152 

Value of production. .|118.1}111.7f|112.1f|/119.9t|125.3|118.2T| 97.9T| 82.67 

Estimated national in- 
Siac cieahnwes 142.01|136.0f/138.0f|144.0f|150.0f|142.0T a 99.1T 





























*(After Report of Economic Commitiee, Table VI. Corrected in certain items on the basis of later 
information.) 

* Year ended March 31 following. These two figures relate to all towns. 

t Year ended March 31 following. 

t Year ended July 31. || Last nine months only. 


§ Not available. { Preliminary estimate. 


than for 1928,° while the ratio of deposits to advances, and the 
balance of trade, have shown some improvement since the 
December quarter, 1930.2 The volume of deposits in the post- 
office and trustee savings banks was somewhat higher in 1931 


8 The figures for bank deposits are: 
March quarter: 1928, £52.3 million 1931, £54.1 million 
1929, £58 .2 million 1932, £53 .3 million 
1930, £57.5 million 
* The ratio of advances to deposits fell from 100.4 in the March quarter 1931 
to 94.2 in the March quarter 1932. The ratio of advances to deposits was 93.6 in 
January, 1932, and 90.8 in January, 1933. 
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than in 1928" though the total of such deposits was somewhat 
less in 1932 than in 1928. There is nothing in the banking situa- 
tion in New Zealand to prevent an early response to an improve- 
ment in overseas prices. On the other hand, should export prices 
not improve, the shrinkage in security margins is likely to be em- 
barrassing to financial institutions. 

4. The effects of the crisis on public finance have been very 
serious. Expenditure and taxation are both greater than in 1928 
and represent an increasing proportion of the national income and 
an increasing real burden on the community. For 1927-28 the 
government expenditure totaled £31.4 million or 22 per cent of 
the estimated national income, and taxation totaled £17.1 million 
or 12 per cent of the national income. For 1930-31 government 
expenditure totaled £33.8 million or 28 per cent of the national 
income, and taxation totaled £18.9 million or 15.7 per cent of 
the national income.” 


% The figures are: 















































ToraL Amount oF CREDIT 
y r or DEPosITORS 
(EAR ENDED 
MARCH 31 r & ToraL 
rustee Sav- 
Post-Office ings Banks 
1928 £47 .8 million | £ 7.7 million | £55.5 million 
1929 43.6 8.5 ; 
1930 49-4 9.2 58.6 
1931 47.7 9.7 57-4 
1932 43-3 10.1 53-4 
More detailed figures are as follows: 
GovERNMENT EXPENDITURE* Taxation t 
Year Enpep | NATIONAL 
MARCH 31 INCOME Per Percentage Percentage 
Total Capita of Nat. Total Per of Nat. 
Pp Income Capita Income 
£ million | £ million | £ s. d. £ million | £ s. d. 
kwcuscuncne 120 28.1 22. 9.3 23.4 22.2 17. 4.4 18.5 
Pecnescccues 136 29.4 21. 2.10 21.6 17.2 12. 7.51 12.7 
Pe cacuvensia 138 30.5 2m. 9.9 22.1 17.4 12. 5. 6 12.6 
iki acne 144 31.4 21.14. 9 21.8 17.1 11.17. 7 11.9 
Pi anmadee ned 150 32.4 22. 3.11 21.6 17.8 33. 4. 8 Ir.9 
Pb ccccacsnee 142 34.8 23.11. 2 24.5 19.5 a3. 3.79 13.3 
Pbudvecesenes 120 33.8 22.11. 6 28.1 18.9 12.12. 1 15.7 
BBB c cccccevecce 2 See ee eer 17.4 Ir. 9. 6 17.4 





























* Inclusive of working railways account, post and telegraph account, main highways account, and 
unemployment fund (1931 only). 
t Inclusive of taxation into main highways account and unemployment fund (1931 only). 
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From 1927-28 expenditure from the consolidated fund totaled 
£24 million of which amount roughly £10 million represents debt 
services, leaving £14 million susceptible to orthodox economies. 
Some of the most important items in revenue, for example, cus- 
toms revenue and interest on railway capital liability, are very 
sensitive to a deterioration in economic conditions.” The na- 
tional income has already declined by some 34 per cent since 
1928-29 and continues to fall. Hence, faced with declining reve- 
nue, with a large proportion of its expenditure in the form of debt 
charges, and with growing demands for unemployment relief, the 
government has had a herculean task in balancing the budget. 

The financial years from 1922-23 to 1927-28 showed sub- 
stantial surpluses. In 1928-29 there was a deficit of £577,000. In 
the following year, as the result of taxation increases and expendi- 
ture reductions, a small surplus of £150,000 was realized. There- 
after the situation deteriorated rapidly. The budget statement of 
1930-31 showed an estimated deficit of over £3 million to be met 
by “savings” to the extent of £1,680,000 and additional taxation 
to the extent of £1,660,000. Despite these provisions, the year 
ended with a deficit of £6.85 million out of a total budget of 
about £25 million. The shortage was to be met by “savings” to 
the extent of £5 million and additional taxation amounting to 
£1.8 million.” 

The budget was read on July 30. It very soon became apparent 


In 1927-28 receipts were as follows: 





From Taxation £ maillion 
SII 4 dan cecoscnnvensecst 7-04 
I vinactinemenicammmpisiiiheaat 1.15 
PRI cascocecconeotsesosennees 3.27 
PE nccnesceeeissnsneneened 1.90 
Pl vvcttdundentmesontnsebtnodenes 2.59 
I cintdcncnananeeessaieses 16.85 
I, cc idatennesenennas 3.32 
Interest on railway capital liability... . . 2.13 
IIL 5 caceccoennccenseweanes 1.58 
Pins cccccessdendeadiedciee 1.24 

8.27 

0 cnnccccannscansase 25.12 


3 The savings included a 10 per cent cut in civil servants’ salaries (£1.4m.), the 
use of reserves (£1.14m.), suspension of funded debt payments (£0.87m.), use of 
post-office surpluses (£0.94m.), and economies (£0.59m.) 
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that even these estimates would not be realized, and on October 6 
a supplementary budget was read which estimated a further fall 
in revenue of £1,250,000 and additional charges on the budget 
of £495,000. The gap was to be bridged by further economies, 
additional taxation, and a further use of reserves; but despite 
these efforts the year ended with a recorded deficit of about £1.6 
million." 

A financial statement for 1932-33 estimated a deficit of £8.76 
million on the basis of the previous year’s operations. As the re- 
sult of various “savings” and adjustments and the use of re- 
serves the year closed with a recorded deficit of £2.1 million.'s 

A statement of the Minister of Finance in January, 1933, esti- 
mates a deficit of £9.85 million for the year 1933-34. This amount 
was to be reduced by savings, increased taxation, and the use of 
reserves to £4.5 million. Allowing for £1.5 million debt redemp- 
tion this involved a net increase in debt of about £3 million." 


II. MEASURES TOWARD READJUSTMENT 


1. The foregoing discussion suggests that the main problems 
facing New Zealand center around the removal of price dispari- 
ties and the balancing of the budget. The former is necessary 
both in order to enable profits to re-emerge and employment to 
increase and to spread the burden of loss as evenly as is practicable 
over the community. The latter must eventually be accomplished 
if inflation, which would exaggerate the difficulties of farming 
industries dependent on foreign markets, is to be avoided. Dur- 
ing the process of readjustment, means must be devised to sustain 
the unemployed, while imposing as small a burden as possible 
on the rest of the community. 

The crucial economic problem is the removal of the disparity 
between external and internal prices, or, more specifically, be- 
tween farm costs and farm selling prices. This may be achieved 
either by increasing the receipts of farmers or reducing the prices 
which enter into cost. Theoretically, costs might also be reduced 
by economies or by increased output, but the scope for the former 


4 N.Z. Official Year Book, 1933, p. 422. S$ [bid. 
6 For a further discussion see pages 772 ff. 
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is limited, within a short space of time, while expanding produc- 
tion is inhibited by the smallness or absence of profits. In the ex- 
port industries the state of the markets raises doubts as to the 
desirability of increasing production. A long-run plan to improve 
productive efficiency is, no doubt, highly desirable; but the urgent 
problem is the short-run problem of making it possible to earn 
profits, through the removal of price disparities. 

Since prices are not only elements in cost but also sources of 
income, the spreading of the burden of loss and the reduction of 
costs are in very large measure different aspects of the same prob- 
lem. 

2. With a view to arriving at a plan of action, the government 
called a joint conference of the three political parties, in August, 
1931, but the conference failed to report. Instead, a Coalition 
Government of the Reform and United Parties was established 
which later appealed to the country for a “free hand” and was re- 
elected with Labour in opposition. In January 1932, a Commis- 
sion on National Expenditure was set up to recommend econo- 
mies, and in February, 1932, a committee consisting of four 
economists and the Secretary to the Treasury was appointed to 
report on the “Economic and Budgetary Situation.” The former 
has presented two reports which have been partially acted upon. 
The latter has presented the so-called Economic Report. The sig- 
natories were directed not to make specific recommendations but 
to examine the effects of different possible lines of policy. The 
general tenor of the report, however, favored a raising of the ex- 
change (the Secretary to the Treasury dissenting), a reduction in 
wages, the statutory reduction of interest and rents (or special 
taxation on investment incomes), and the reduction of a prospec- 
tive budget deficit of over £8 millions, by economies and addi- 
tional taxation, to about £2 million) with a view to balancing 
the budget as soon as possible, deficits being financed by means 
of Treasury bilis. 

In December, 1932, the available members of the Economic 
Committee were recalled to consult further with the government.” 


" Viz., Dr. J. Hight, Professor A. H. Tocker, and Professor H. Belshaw. Mr. 
A. D. Park was absent through sickness and Professor D. B. Copland had returned 
to Australia. 




















762 H. BELSHAW 


3. The readjustment proposals which have been the subject of 
public discussion have been concerned in the main with increasing 
farmers’ receipts through the raising of the exchange premium on 
London, or the granting of a bonus to farmers, or reducing costs 
through wage reductions and an attack on fixed charges. In cer- 
tain quarters various proposals in the direction of credit expansion 
have been mooted.” 

It is the normal policy of the banks to maintain parity of ex- 
change on London with small fluctuations of about £1. 10. o per 
£100 either way, exchange control being exercised mainly through 
deposit and overdraft rates. Considerable fluctuations in the Lon- 
don balances are permitted to take place without a change in the 
exchange rate. The pressure on the London balances of the banks 
during the past four years has caused a change in policy, and 
exchange rates have been used to check imports and safeguard 
the London balances. From the end of 1929 the rates for tele- 
graphic transfer steadily increased until they reached 10 per cent 
in January, 1931, at which rate they were pegged until January, 
1933- 

This break with tradition, together with the depreciation of 
Australian and other exchanges on London, for the first time sug- 
gested to farmers’ leaders the possibility of using the exchange as 
a measure of relief. Proposals to that end were made about the 
middle of 1931, but found little favor among either politicians 
or economists. By January, 1932, however, there was a strong 
body of opinion among economists in favor of a rise’? and the ex- 
change question had become a burning political issue. 

In December, 1931, the government was informed that some 
£4 million of Treasury bills falling due in London in June, 1932, 
would not be renewed. Overseas interest on government loans 
amounted to £8 million, and interest and debt redemption 
of local bodies totaled between £1.5 million and £2 million. 
Hence the total (public) exchange requirements amounted to 

*8 Douglas credit is now the vogue among many groups of farmers, while “cur- 


rency reformers,” anxious to meet the situation by an expansion of the note issue 
or by other means, are to be found wherever two or three are gathered together. 


9 See, for example, Economic Report, Secs. VIII, IX, and XIV, also New Zealand 
in the Crisis, by D. B. Copland, and The Crisis in New Zealand. 
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about £14 million. The government approached the banks to ar- 
range for the necessary funds and, following on the discussions, a 
system of exchange control was instituted. All exports were to be 
made under license and export credits were to pass through the 
banks. This gave the banks a complete monopoly of exchange, 
the open market, amounting to possibly 15 per cent of the total, 
being forced into the banks. 

The bankers argued that the existing exchange premium of 10 
per cent was reasonable in view of the balance of trade and the 
state of the London balances, but at the same time were very 
insistent that they could not guarantee to find the £14 million of 
exchange required by the government and local authorities, un- 
less they were granted a complete monopoly through exchange 
control. If exchange funds were adequate, it is difficult to see why 
exchange control was necessary to safeguard the London funds, 
and the banks have not explained the inconsistency. 

The Treasury supported the continuance of control since the 
banks would not otherwise promise to provide the necessary ex- 
change, and because it feared a rise in exchange, which would in- 
crease the cost of transmitting funds to London. 

Farmers’ representatives demanded a free exchange on the 
grounds that exchange was being artificially pegged at a low level, 
and that farmers were being penalized through the lower prices 
they were receiving in New Zealand currency. It was common 
knowledge that one influential bank favored a high exchange, and 
it was believed with some reason that competition among the 
banks, and in the open market, would force the rate up if control 
was lifted. 

There was a strong body of opinion among economists that the 
rate should be raised to 25 or 30 per cent as a matter of policy and 
pegged at not less than that figure until overseas conditions 
stabilized, when New Zealand currency should be devalued at a 
level which would conform to the economic needs of the country. 

The main arguments on which this view was based were briefly: 
first, that it would increase the money receipts of farmers and im- 
prove the prospects of maintaining expanding production on a 
profitable basis; second, that it would spread the burden of de- 
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pression more evenly over the community; third, that it would re- 
duce the extent to which deflation would be required to remove the 
disparity between internal and export prices; fourth, that it would 
avoid a shrinkage in national money income and taxable capacity 
and strengthen the budget despite the increased cost of remitting 
funds to London. It should be noted in passing that there is al- 
ways a considerable element of exchange control by the banks in 
New Zealand, and the banks have found it possible in the past to 
maintain a stable exchange despite considerable fluctuations in 
the London balances. The economists argued that, with the co- 
operation of the Treasury, the banks would have little difficulty 
in holding the rate at 25 or 30 per cent if they so desired, and 
that any accumulation of funds would be temporary.” 

On June 30, 1932, exchange control was lifted, but the hopes 
of the farmers that the rate would rise were disappointed. Al- 
though one large bank favored a rise in the rate, apparently it was 
not prepared to act alone in the absence of any guaranty from 
the government that it would assist in holding the rate.” 

The deterioration in economic conditions continued, and 
toward the end of 1932 a large block of farmer members of the 
House of Representatives waited on the government and insisted 
on the need for assistance either through a rise in the exchange or 
in other ways. The government approached its banker, the Bank 
of New Zealand, but was unable to persuade it, or the Associated 
Banks, to act. The Prime Minister then announced that ex- 
change policy was a matter for the banks and declined to inter- 
fere further. In January 1933, however, the absence of any signs 
of improvement forced the Prime Minister to reverse his decision 
and the government insisted on a rise in the rate to 25 per cent. 
The government agreed to indemnify the banks against loss and 
the rate was raised forthwith.” 

» This view is questioned by the Secretary to the Treasury. See Economic Re- 
port, p. 56. 

* There are six banks carrying on business in New Zealand, which normally de- 
termine and carry out a common policy in regard to exchange and interest rates. 

* With a view to improving banking machinery in New Zealand, the govern- 
ment also prepared a bill to establish a central bank, along the lines of a report 


presented some two years ago by Sir Otto Niemeyer. This bill has not yet become 
law. 
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It is, as yet, too early to assess the effects of the rise in the rate, 
more particularly as the glut in butter on the London market 
has caused a further fall in export prices, so that the advantages 
to dairy farmers have been largely negatived. There is also the 
danger that the opposition of the banks may force a fall in ex- 
change.** The form of the Bank Indemnity (Exchange) Act gave 
the banks undue power to embarrass the government should they 
so desire. The act instructs the Bank of New Zealand, as agent 
for the government, to buy exchange from the other banks, and 
sell to them at the current rate. Hence, for a time, the banks are 
in a position to pile up exchange in the hands of the government 
in such quantities as may make it difficult to finance the holding 
of the rate. Eventually, the situation will right itself, but there 
is the danger that in the immediate future the banks may be able 
to force the government’s hands, unless it is prepared to go 
farther and take over all dealings in exchange. The form of the 
indemnity was unnecessarily generous to the banks. All that the 
banks were entitled to expect was a deferred liability to in- 
demnify them against loss on funds held, if and when the rate is 
again lowered, in excess of those held when the rate was raised. 

4. Having, until January, 1933, rejected exchange depreciation 
as a measure of adjustment, the government was concerned main- 
ly with facilitating deflation in as orderly a fashion as possible, 
easing the burden of fixed charges, relieving unemployment, and 
devising measures to meet budget deficits. 

In pursuance of its policy of adjusting internal costs to the new 
external price situation, and of reducing government expenditure, 
the government initiated a 10 per cent cut in civil servants’ 
salaries in April, 1931, and empowered the Arbitration Court to 
reduce award wages. Accordingly, by a general order dated May 
29, 1931, the Court reduced all allowances and rates of pay pre- 
scribed by industrial awards and agreements by to per cent 
except in the case of apprentices and in certain industries where 
substantial reductions had already been made. The National Ex- 


*% The majority of the banks insisted that a rise in exchange was not justified 
by the state of the London balance. Nevertheless, the movement of bank assets 
and liabilities in New Zealand suggests an adverse movement of about £5 million 
in the balance of payments in 1932. See Canterbury Chamber of Commerce Bulletin, 
December, 1932. 
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penditure Adjustment Bill, passed in May, 1932, imposed further 
cuts on civil servants on a graduated scale of from 5 per cent to 
12} per cent. 

There appears to be no intention further to reduce wages in 
general. Instead, the government has passed an amendment to 
the industrial Conciliation and /rbitration Act which aims at 
replacing conciliation and compu'sory arbitration with compul- 
sory conciliation and voluntary art: :ration. The main purpose of 
the Act is to remove restrictions which it is alleged impose 
hindrances on productive efficiency, but it has also opened up the 
way for wage reductions.** It should be noted that in the vast 
majority of disputes in the past, agreements have been arrived 
at in the conciliation councils; and in the case of the stronger 
unions, there is no reason to suppose that awards will be any 
more elastic, except temporarily, than they would have been had 
compulsory arbitration been continued. Since trade unionism 
tends to be strongest in the more important industries, little ad- 
vantage seems likely to accrue which could not have accrued 
equally under compulsory arbitration. In the case of more weak- 
ly organized trades, there is the danger that weaker and less 
scrupulous employers will impose less favorable working condi- 
tions and embarrass the better employers. In any case, industria] 
peace is likely to be less secure than under compulsory arbitra- 
tion, especially when the crisis passes, and the amendments are 
regarded with concern by the weaker unions. 

5. The government has endeavored to afford relief from the 
burden of fixed charges by relief to mortgagors under the Mort- 
gagors’ Relief Act of 1931 and its amendments and has provided 
for a reduction in fixed charges or the special taxation of interest 
under the National Expenditure Adjustment Act of May, 1932. 
The former act covers all mortgages whether over land or chattels 
as well as agreements for sale and purchase, but excludes de- 
bentures creating a floating charge except in so far as they create 

*4 The act provides, on the application of either party, for the review of existing 


awards and agreements where these have been in force for not less than six months 
and have not less than three months to run. 
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a charge over specific property. It becomes unlawful “for a 
mortgagee to exercise any power of sale or entry into possession, 
or to issue any process of execution on any judgment obtained for 
moneys due under a mortgage, or to file a bankruptcy petition in 
respect of any mortgage debt without first giving the mortgagor 
notice.’*® The mortgagor may then apply for relief to the court, 
within one calendar month. 

The act and its amendments empower the court to postpone 
action by the mortgagee for a period of up to two years, to post- 
pone the payment of interest or principal, reduce the rate of inter- 
est, remit the whole or any part of arrears of interest or principal, 
or postpone the right to sue for interest or principal. Under the 
amending act of 1932 the mortgagor may apply for relief on his 
own initiative. 

Although many voluntary arrangements have been made be- 
tween mortgagor and mortgagee, there were a sufficient number 
of mortgagees unwilling to make any substantial concession to 
necessitate some such legislation. The courts have been unwilling 
to interfere with the mortgagees’ contractual powers except by 
way of postponement, but the legislation has been a factor in 
“making mortgagees more reasonable and has been the cause of 
many voluntary settlements which would probably not otherwise 
have been arrived at.’”” 

The legislation may have the effect of discouraging mortgage 
investments in the future; but at the present time little money is 
going into mortgages. In any case the effects of the crisis are so 
severe as largely to justify the subordination of consideration of 
future effects to the need for immediate relief. Enactments are to 
remain in force until December, 1933, unless extended. 

The purpose of Part III of the National Expenditure Adjust- 
ment Act, “‘is to effect reductions in rates of interest payable by 
mortgagors and in rents and certain other fixed charges, com- 
mensurate with the reductions in salaries and wages’”’ made under 


*s For a fuller account see Cocker, “Relief of Mortgagors in New Zealand,” 
Economic Record, May, 1932. 


* Ibid. ” Ibid. 
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the Finance Act of 1931 and Part I of the National Expenditure 
Adjustment Act. “The standard reduction in interest and rents 
is to be twenty per cent in the case of contracts entered into on 
January rst 1930, or during the previous five years; or twenty per 
cent of the rate which would have been paid on January rst 1930 
in the case of contracts entered into before or after this period.” 
Interest is not to be reduced below 6} per cent in the case of 
chattel mortgages, 5 per cent in the case of other mortgages and 
43 per cent in the case of debentures free of income tax. A limit 
of 5 per cent of the government valuation was also fixed in the 
case of ground rents.” This limit has since been removed. 

In regard to interest on government or local body debentures 
held within New Zealand, a stamp duty of to per cent was im- 
posed (Part IV of the Act). The proceeds of the duty on local 
body debentures were to be returned to the authorities concerned, 
less administrative expenses. Since other fixed interest was sub- 
ject to a reduction of 20 per cent, this legislation was unduly 
favorable to holders of public securities. In March, 1933, an act 
was passed to provide for the conversion of the public debt held 
internally, the purpose being to effect a reduction of interest of 
about 20 per cent. The amount of debt affected is £115 million 
on which the gross saving would be approximately £1 million, 
and the net gain, allowing for securities held by government, 
would be approximately £570,000. Practically the whole of the 
debt was converted.” An act was also passed reducing interest 
on local body debentures by 20 per cent to a minimum rate of 
4% per cent. 

By negotiation with the banks, the government has also en- 
deavored to bring about a reduction in rates on new borrowings. 


** The hypothetical rate is to be determined: (a) by agreement between the 
parties; (6) by arbitration if they agree to arbitrate; (c) by the court in other cases 

* Provision is made for appeal against reductions on the following grounds: 
(a) that the rate of interest or of rent is fair, taking into account the nature of the 
security of the premises; (6) that adequate concessions have already been made; (c) 
that the reduction would impose undue hardship on the person entitled to receive 
interest or rent. 

» The new securities were exempt from the special tax on interest which was to 
be 334 per cent on securities not converted as against 20 per cent on other interest. 
Hence there was compulsion in the background (cf. Finance Act, 1932-33). 
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In February, 1930, overdraft and discount rates were 7 per cent. 
In November the rates were lowered to 63 per cent, a further re- 
duction to 6 per cent being effected in September, 1932. As from 
May 1, 1933, the rates are to be lowered to 5 per cent. These re- 
ductions have necessitated reductions in deposit rates, and these 
in turn have necessitated legislative action to reduce and control 
deposit rates of institutions competing with the banks for funds." 
Under Part V of the National Expenditure Adjustment Act, the 
governor-general is empowered by order in council to fix the 
maximum rate of interest on deposits in trustee savings banks, 
building societies, and investment societies. In the same way Part 
VI provides that the maximum rate of interest on deposits in 
trading companies may be fixed by order in council, while such 
companies are required to make quarterly returns showing 
amounts held on deposit and the rates paid.” The government 
has also prescribed the maximum rate at which local authorities 
may borrow.*’ 

The above measures mark an unprecedented interference with 
contractual rights in New Zealand. It is, as yet, too early to de- 
termine their effects. Inevitably, some anomalies have been cre- 
ated, but some legislative action in regard to fixed charges was 
politically necessary and economically desirable. While the prob- 

»# During the March quarter, 1932, deposits in the six commercial banks totaled 
£53.3 million of which £34.5 million were fixed deposits bearing interest, £17 
million were free deposits not bearing interest, and £1.9 million government de- 
posits. As at March 31, 1932, the deposits in savings banks totaled £53.4 million, 
while in the September quarter, 1932, over £7 million was deposited with building 


and investment societies and trading companies. Hence the aggregate of deposits 
in competing institutions is greater than that in commercial banks. 

3 The acceptance of deposits at call or for stated periods by trading concerns has 
reached disturbing proportions and has always been a source of danger in time of 
depression. Indeed, the moratorium declared during the post-war slump was largely 
introduced to save certain big trading concerns from a run on their deposits. While 
the legislation permits a more effective control of the credit situation, it does not 
go far enough to remove the danger of finanical embarrassment through the with- 
drawal of deposits from such concerns. Eventually the government will have to face 
squarely the question whether it is in the interests of the country that trading con- 
cerns, free from the ordinary legislation as applied to banks, should be permitted to 
undertake banking functions. 

33 See Local Authorities Interest Reduction and Loans Conversion Act, Part 1, 
6 (2). 
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lems involved in the repayment of capital obligations appreciated 
in real value still remain, the act has made a definite contribution 
toward the lowering of costs and the spreading of the burden of 
depression. 

6. Unemployment remains one of the gravest problems facing 
the government. The figures in Table V show the increase in 
unemployment registrations. 











TABLE V 

NUMBER OF UNEMPLOYED ON REGISTER OF LABOUR DEPARTMENT, 1928-33* 

Week Ended Number Week Ended Number 
SE cetaceans Jan. 30 2,185 June 25 3,317 
SESS Jan. 28 2,457 = 24 3,662 
es vein ee Jan. 27 2,572 une 30 5,491 
Ec enteh nis Jan. 26 16 ,607 June 29 45,264 
err Jan. 25 45,677 June 6 54,027 
CRs scvesaaes Jan. 28 SEE.  Bensisiecsdnsedensecadessanee 

















* For a number of reasons the above figures understate the position. For example, in the earlier 
period a large number of unemployed did not register. Later figures exclude men in full em loyment 
paid wholly or partly out of the funds of the Unemployment Board. (A total of 15,426 men on February 
18, 1933, the number of registered unemployed at that date being 50,356.) Nor do the figures include 
youths or females unemployed. 


Even prior to the crisis the government was uneasy about the 
unemployed situation and set up a committee to investigate and 
report in 1928. Following on the presentation of the report, an 
Unemployment Act was passed in 1930 which set up an Unem- 
ployment Board*s and provided for an unemployment levy of 
£1.10.0 per annum payable quarterly by all males over twenty 
years of age. In 1931 the levy was reduced to £1 per annum and 
a special tax of 1d. for every 6s. 8d. of wages and of incomes re- 


4 For a fuller account of the problem see James P. Belshaw: ‘“‘Post-War Un- 
employment and Unemployment Policy in New Zealand.” Economic Record, June, 
1933 and Auckland University College, Economic Bulletin No. 9. 

3s The main functions of the Board are: “(1) to make arrangements with em- 
ployers or prospective employers for the employment of persons who are out of em- 
ployment; (2) to take such steps in accordance with the provisions of the Act as it 
considers necessary to promote the growth of primary and secondary industries in 
New Zealand so that an increasing number of workers will be required for the 
efficient carrying on of such industries; (3) to make recommendations for the pay- 
ment of sustenance allowances out of the Unemployment Fund” (N.Z. Official 
Year Book, 1932, p. 710). 
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ceived from other sources by all males not wholly exempt and by 
females with incomes of £250 and over was imposed. The annual 
receipts were about £1.4 million, which carried an equivalent 
subsidy from the consolidated fund. Under the Unemployment 
Amendment Act of 1932 the levy was increased to 1d. in each one 
shilling and eightpence of wages or other income, and the subsidy 
from the consolidated fund was dropped. The new taxes are 
estimated to yield about £4 million. 

From the outset it has been the policy of the government to 
provide work rather than sustenance. The major scheme (Scheme 
5) has been operated in conjunction with local authorities, the 
Board providing wages, the local authorities meeting all other 
charges. The Board has also subsidized additional labor on farms 
and developmental work on farms. Part I of the Unemployment 
Amendment Act of 1932 makes provision for the acquisition of 
land through gift, lease, or purchase for the settlement of unem- 
ployed workers and their families. The intention of the Minister 
is to promote two different types of settlement: small holdings 
of from five to ten acres as part of existing farms so that the sec- 
tion holder may eventually acquire additional land and establish 
an economic holding, options being taken over adjoining land; and 
holdings of from two acres upward so located that the holder will 
be able, at different times of the year, to procure work on sur- 
rounding farms. The main development appears to have been in 
connection with small farms, which can be developed into 
economic holdings. Cottages are to be erected by the government. 
To provide the necessary finance for such settlements the sum of 
£500,000 may be expended without further appropriations. Since 
the new settlers are not expected to be self-supporting immediate- 
ly, the act provides that sustenance allowances may be paid. 

Under an act passed early in March, 1933, provision is made 
for the compulsory acquisition of land which is not being ade- 
quately used. This marks the introduction of a new principle 
which may conceivably have far-reaching effects.” 

Where useful work is to be found, the principle of no sustenance 


% For a full discussion see note on “Small Farms Legislation,” by D. O. Williams, 
Economic Record, June, 1933. 
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without work is attractive; but a great deal of the unemployed 
labor has been wastefully employed, and the difficulty of finding 
jobs has become increasingly great with the passage of time. In 
practice, relief work may become scarcely less demoralizing than 
the “dole.” In view of the difficulties, however, more especially 
of difficulties of finance, the Unemployment Board has handled 
its task very ably. 

The small holdings proposals mark an attempt to direct labor 
into channels where it will be partially self-supporting, thereby 
relieving the unemployment funds at an early date. The holdings 
of from five to ten acres possess the advantage that they may 
later be developed into economic holdings, and thereby an*‘cipate 
somewhat the problem of reabsorbing the unemployed, who can- 
not fail to persist even after the depression lifts; for on the most 
optimistic assumptions the volume of quasi-permanent unem- 
ployment is likely to be greater than before the crisis.*’? There are, 
however, certain dangers. In so far as small holdings are not ex- 
panded into economic holdings there is the prospect of a sub- 
stantial number either remaining as part-time farm laborers, who 
will suffer heavily from underemployment during depression, or 
abandoning their holdings. In the latter event the problem of 
jabor reabsorption remains, and there will be a capital loss on the 
cottages and other improvements. Nevertheless, the openings for 
economic employment in other directions, other than those in- 
volving capital expenditure, are so few as to justify the risks. 

It is clear, however, that unemployment cannot be removed by 
direct attack, and the reabsorption of the unemployed awaits the 
re-emergence of private profits on a substantial scale. Meanwhile, 
it seems likely that the use of the unemployed in productive 
works will involve some capital expenditure financed by loan. 

7. Reference has been made to the increasing deficits in the 
national budget as the crisis has gathered momentum (Table VI). 

The deficits below occur in budgets which total round about 
£25-£26 million. The gravity of the situation and the rapidity 


3? Technological changes and the decline of certain industries were responsible 
for a substantial volume of unemployment before the crisis. In addition, economies 
have been effected during the crisis which will enable the pre-crisis output to be 
maintained with a smaller labor supply. 
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with which it has deteriorated are revealed by the size of the 
deficits, the rapidity with which they have increased, and the ex- 
tent to which total deficits have exceeded preliminary estimates. 











TABLE VI 
BUDGET DEFICITS 
Estimated Deficit 
Year Provided for Final Deficit Total 
Re £3,095,000 £1 ,639,000 £4,734,000 
1931-32 
Pidsscenskaa 6,850,000 
SRE 1,745,000 
£8, 595,000 2,100,000 10,695,000 
Se £8 , 300,000 700, 000* 9,000,000 














* When the year closed, this anticipated final deficit was approximately covered. 


A financial statement read on January 27, 1933, estimated that 
the financial year 1932-33 would end with a deficit of £700,000. 
The budget estimate for 1933-34 showed a deficit of £9,850,000 
made up of revenue decreases of £5,850,000, expenditure increases 
£3,310,000, and equivalent of current year’s shortage of £700,- 
ooo. 

In the efforts to meet the situation, the government has relied 


3% The items are as follows: 


Equivalent of current year’s shortage... .............0eeeeeeees £ 700,000 
Revenue decreases: 
de ie i ee iad pebaiehene £1 , 400,000 
a as i 750,000 
ND, os aviccuncsandsenteasens 250,000 
EE ET TO TE 220,000 
Pest and Galan paeBes. «oo. sccccccscvcccccce 470,000 
PT nidcecsheensedtadsasneecngseuatene 260,000 
Dt ndtatedevieebbndipasenbeteeeuanienss 2,500,000 
5,850,000 
Expenditure increases: 
Exchange: 
Extra cost of external debt charges on account of 
full year at r10.......... picimemenndne £ 350,000 
Extra cost of external debt charges by reason of 
exchange increase to 125 ..........sseeeeees 1,050,000 
ON, cod ceccdwnseesuseseundons I ,000,000 
I dish Gheeteanneendéendsdiasemeale g00 ,c0°0 


3,300,000 


£9,850,000 
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on increased taxation, “savings,” the use of reserves, the con- 
version of the internal debt, and the use of Treasury bills. There 
have been substantial increases in most tax rates. In the 1930-31 
budget a surtax of 10 per cent was levied on income tax. In the 
following year this was raised to 30 per cent and exemption limits 
were reduced. Customs duties and death duties were also in- 
creased. The supplementary budget in 1931-32 provided for 
further increases in income tax and special additional taxation on 
unearned incomes, including a 10 per cent tax on interest from 
government and local body securities. 

“Savings” include a variety of items including reduction in 
salaries and departmental votes, the suspension of war debt pay- 
ments, the abolition of subsidies to local authorities, societies, and 
institutions, and to the unemployment fund, and the transfer of 
funds from the main highways account. To date these total 
£9,490,c00.% Reserves built out of previous surpluses have been 
drawn upon, and transfers have been made from the surpluses 
of other accounts, e.g., from the post-office. While it is not easy 
to interpret the financial statements, it is clear that some of the 
“savings” and adjustments merely represent a transfer of the 
burden, even though they give relief to the general budget.” 

Proposals to meet the anticipated deficit of £9,850,000 for 
1933-34 include a sales tax of 5 per cent (£1,000,000), increases 
in taxes on sugar, tobacco, petrol (£900,000) a duty on gold 


»% The following Table is from the financial statement read on Jan. 27, 1933: 


Savings: 

Reductions in salaries and wages 

Suspension of war debts (net savings) 

Reductions in grants and subsidies 

General reductions in departmental votes 

Reductions in railways and post-office expenditure. . . 
Reductions in pensions 


Adjustments: 

Abolition of unemployment subsidy 
Benefit from motor taxation 

Other adjustments 


£9,490,000 
* For an able criticism of budget policy during the past few years see L. W. 
Holt, The New Zealand Budgetary Problem (Melbourne University Press), and Auck- 
land University Coliege Bulletin, “Economic Series,” No. 7, November, 1932. 
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(£140,000), and savings on internal debt conversion (£570,000), 
making a total of £3,110,000. Additional reserves amounting to 
£2,000,000 are to be brought into revenue, leaving a deficit of 
about £43 million.” 

Unless export prices rise, the balancing of the budget during the 
next few years presents grave difficulties, especially as continued 
deficits add to the burden of debt charges in subsequent years. 
The balancing of the budget cannot be achieved by additional 
taxation alone, unless the national income is increased, and this 
awaits a revival in world conditions. Some further economies may 
be possible, but their scope is limited without doing grave damage 
to important services. Some reserves still remain,” but they are 
not inexhaustible. Failing a substantial improvement in overseas 
conditions, some relief from overseas interest obligations is a 
reasonable subject for negotiation in the near future, in the inter- 
ests of bondholders as well as of the Dominion. 

8. The government has now given effect to practically the 
whole of the policy outlined by the Economic Committee. Un- 
fortunately, the deterioration in world conditions since the Com- 
mittee reported has largely negatived the efforts of the govern- 
ment to establish equilibrium. Unless world prices rise, the prob- 
lem still remaining is not such as can be regarded with equanimity. 
In common with the rest of the world, New Zealand anxiously 


awaits a rise in world prices. 
H. BELSHAW 
AUCKLAND UNIVERSITY COLLEGE 


ADDENDUM 


The above article brings the account to April, 1933. At the 
time of writing (August, 1933) there is a welcome revival in ex- 
port prices—and the prospects in regard to wool are brighter than 


“It is possible that the estimates exaggerate the effects of the increase in 
exchanges in reducing customs duties and income tax, and the amount required to 
indemnify the banks. In any case, these additional burdens on the budget are likely 
to be temporary, and against them should be offset the loss in revenue which would 
have occurred from the shrinkage in national money income had the exchange not 
been raised. 

# E.g., Discharged Soldiers’ Settlement Mortgages totaling £10,850,000. 
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for some time. A statement issued by the Minister of Finance 
early in August shows that public revenue is well up to expecta- 
tions, suggesting that the downward drift in public finance has 
been checked. The position in regard to exchange is complicated 
by several factors. London credits purchased by the government 
since the beginning of the financial year have totaled £9,215,000. 
Of this amount, £7,500,000 is required to meet interest and other 
normal requirements in London. The net surplus as at June 30 
was £1,715,000. The accounts cover a period of the year when 
there is normally an accumulation of London funds, but the ac- 
cumulation is, of course, greater than usual. Persistent rumors 
that the exchange rate was to be lowered shortly, business uncer- 
tainty resulting from the butter quota controversy, and the 
sittings of a tariff commission set up by the government, have 
discouraged imports. In addition, British exporters have left 
funds on deposit in New Zealand instead of having them trans- 
ferred to London. These conditions cannot continue indefinitely, 
especially as importers’ stocks are low, and the accumulation of 
London funds during the rest of the financial year is likely to be 
substantially less, especially as there is normally a depletion of 
London funds in the latter half of the year. The government will 
also require some London balances to establish an exchange fund 
for the new central bank, which it is proposed to establish next 


session. 














THE DISPUTE OVER THE FEDERAL DOMAIN 
IN CANADA" 


HEN the federal government in Canada set up new 

provinces in the northwest, it retained the public do- 

main within their boundaries under its control, just as 
did the federal government in the United States when it admitted 
new states. In the latter country, at least after the passage of the 
Homestead Act, there has been no coherent protest against this 
policy; in the former, despite provision of free homesteads, the 
protest has been vehement. The prairie provinces of Canada— 
Manitoba, Saskatchewan, Alberta—have demanded that the pub- 
lic domain within their boundaries be turned over to them. At 
first the demand was made hesitantly and was not regarded 
seriously even in the west. But gradually the agitation gathered 
strength, and many people came to believe that the prairie 
provinces had an inherent and legitimate claim to their domain. 

The federal government in Canada, when it retained the 
domain within the boundaries of a province, gave to the pro- 
vincial government an annual grant of money—a subsidy in lieu 
of land—as compensation. In this respect the provinces got some- 
thing which the states did not; but they were not thereby made the 
more contented. On the contrary, they have continually put pres- 
sure upon the federal government for an increase in the land 
subsidies. 

It might seem that the demand of the prairie provinces for a 
return of their public domain and the demand for a larger land 
subsidy would conflict and that, in any case, both could not be 
achieved. If the domain was turned over, surely the subsidy in 
lieu of it should stop. This was long the opinion of the federal 
government. But the governments of the prairie provinces were 
determined not to accept such a decision. They wanted their 
domain and they also wanted continuance of the subsidies; and 

* Most of the material for this article was collected while the writer was a fellow 
of the Social Science Research Council, 1930-31. 
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the agitation carried on by them in pursuance of these joint de- 
mands gave rise to what is called “the natural-resources ques- 
tion.” For years this agitation was looked upon by most people 
as little short of ridiculous; but in 1930 it reached a successful 
consummation. The federal government turned over to the 
prairie provinces the unalienated natural resources within their 
respective boundaries; it continued to pay without any diminu- 
tion the existing subsidies in lieu of domain; it paid Manitoba as 
arrears a lump sum of $4,584,200, because the earlier grants of 
subsidies to the province had been declared by a Royal Commis- 
sion to have been inadequate; and it promised to appoint Royal 
Commissions to investigate what arrears were due to Saskatche- 
wan and Alberta. 


ORIGIN OF THE SUBSIDY IN LIEU OF LAND’ 


The first time a subsidy in lieu of land was provided for by a 
Dominion statute was in 1871. Then the federal government, by 
a clause in the terms of union with British Columbia, agreed to 
pay $100,000 a year, ostensibly “in consideration of’’ the promise 
of the provincial government to transfer to the Dominion a belt of 
land stretching for twenty miles on either side of a Pacific railway. 
The clause falsified the facts, because there was no essential con- 
nection between the payment of the subsidy and the transfer of 
the land. During the negotiations about union, the provincial 
delegates insisted that British Columbia should receive a larger 
amount in subsidies of all sorts from the federal treasury than the 
Dominion representatives felt they could concede and defend 
successfully in the federal parliament. There was a deadlock until 
Sir George Cartier, the leading Dominion representative, hit upon 
a solution. British Columbia was to be granted the additional 
subsidy—amounting to $100,000 a year—which it demanded, pro- 
vided that it gave to the Dominion a certain area of land. The 

2 In 1864, at the Quebec Conference, Newfoundland was offered $100,000 a year 
for cession of its public domain to the federal government. Cession was simply to be 
an excuse for giving the colony an extra subsidy in the hope of inducing it to enter 
the federation. To this provision there was a considerable opposition, especially 
from the Canadian delegates. See Gray, Confederation (Toronto, 1892), p. 64; also 


Parliamentary Debates on Confederation (Quebec, 1865), pp. 94, 516, 520, 260, 280, 
860. 
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sum of money promised was, therefore, entirely arbitrary, since it 
represented merely the minimum additional amount thought 
necessary by the delegates from British Columbia to balance the 
provincial budget; and the quantity of land was equally arbitrary, 
since it represented merely the extension through British Co- 
lumbia of a belt of land of the same thickness as the Dominion 
proposed to appropriate in aid of a Pacific railway in the north- 
west. The $100,000 was in no sense a valuation of the land. The 
scheme was definitely a subterfuge, invented because of the fiscal 
need of British Columbia and because the federal representatives 
desired to bring another province into the union. 

In 1873, when Prince Edward Island became a part of the 
Dominion, the subsidy in lieu of land ma¢e its second appearance. 
To explain this, a few facts about the early history of the province 
must be mentioned. In 1767 the Imperial government granted to 
a group of absentee proprietors almost the whole public domain 
of Prince Edward Island. Inevitably this became a grievance; 
and, after responsible government was achieved, the main effort 
of each provincial government was to get rid of the absentee 
proprietors. One reason why Prince Edward Island refused to 
enter confederation with the other provinces in 1867, and was 
willing to come in six years later, was that at the latter date the 
Dominion offered, and at the former date it did not offer, a specific 
remedy for the old grievance. By the terms of union of 1873 the 
Dominion promised to pay a subsidy of $45,000 annually to the 
provincial treasury, because “‘the government of Prince Edward 
Island holds no lands from the Crown, and consequently enjoys 
no revenue from that source for the construction and mainte- 
nance of local works.” 

The difference between this subsjdy and that given British 

3 It was the opinion of most people that the land would be of slight value, and this 
opinion proved to be correct. The Canadian Pacific Railway refused to take it as 
part of its land grant and the area remained in the hands of the federal government. 


Expenditure upon it always exceeded revenue derived from it and, by 1930, despite 
a liberal settlement policy, only 10 per cent had been alienated. 
4 Dominion Statutes (henceforth Dom. Stat.), 1873, p. xi. There was provision 


that the annual grant could be capitalized and drawn upon to buy out the absentee 
proprietors, and this was the course actually pursued by the provincial government. 
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Columbia is obvious. By the former the Dominion did not be- 
come a proprietor of domain, by the latter it did. But there is also 
a vital similarity between the two cases. In both the Dominion 
assumed extra obligations in order to facilitate entry of a province 
into the federation; in both the real basis of the subsidies was the 
fiscal need of a provincial government. 

Meanwhile, in 1870, Manitoba had been created a province. 
This step, which was wholly premature, was inspired chiefly by 
the hope of pacifying the rebels at Fort Garry, who were still in 
arms when the Manitoba Act was passed. The new province was 
inhabited only by some twelve thousand people, of whom one 
thousand six hundred were white; it had no framework of govern- 
mental machinery, and it had no experience in government. But, 
no matter how ill-conceived the Manitoba Act may have been, 
the decision of the federal government to retain possession of the 
public domain within the new province must be approved. If a 
homestead policy was to be inaugurated, if settlement was to be 
assisted, if a railway across the Dominion was to be built, no 
other decision was possible. 

But why did not the federal government, while retaining the 
domain, give Manitoba a subsidy in lieu of it? For the very simple 
reason that, in 1870, the idea of a land subsidy had not yet 
evolved.’ However, after British Columbia and Prince Edward 
Island had been given a subsidy, the case of Manitoba should 
have been reviewed. This the provincial government saw, and 
in 1874 it asked for $45,000 a year, the amount given to Prince 
Edward Island. Unfortunately the times were inauspicious. At 
Ottawa the government of Alexander MacKenzie was embar- 
rassed by the poverty of the federal revenues; besides, it had a 


5 A different explanation has often been given. It has been contended that Mani- 
toba from the beginning was made “the Cinderella of Confederation” (Chester 
Martin, The Natural Resources Question [Winnipeg, 1920], p. 121, passim) and 
that the federal government, exasperated at the rebellion headed by Louis Riel, 
withheld a land subsidy in order to shackle the province by bonds of poverty. This 
is melodrama, given a gloss of realism only because of the many glaring deficiencies 

‘of the Manitoba Act in other respects. 


6 Manitoba Journals of the Legislative Assembly (henceforth Man. J.L.A.), 1875, 
Appendix A, p. xxvi. 
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deep-rooted aversion to making increases in provincial subsidies. 
Not until 1882, after Sir John A. Macdonald had again become 
prime minister, was the request of Manitoba granted. But it 
should be noted that the $45,000 a year then given in lieu of land 
was merely a minor portion of an all-around increase in the 
subsidies paid to the prinvicial government.’ This increase was 
given because of the fiscal need of Manitoba; and the fact that a 
part of the “better terms” was designated a land subsidy should 
not be stressed. 

The land subsidy of British Columbia and of Prince Edward 
Island need not concern us further, since neither has been altered. 
But that of Manitoba has been adjusted on three occasions. 
Furthermore, a land subsidy was given to Saskatchewan and to 
Alberta in 1905. In the remainder of this paper I shall treat: (1) 
the increase in land subsidy given Manitoba in 1886; (2) the land 
subsidies given Saskatchewan and Alberta in 1905; (3) the re- 
vision of the land subsidy of Manitoba in 1912, which resulted 
from this second event; (4) the so-called solution of the natural- 
resources question in 1930. 


THE INCREASE OF LAND SUBSIDY GIVEN MANITOBA IN 1886 


After 1882 the provincial government of Manitoba sent one 
begging expedition after another to Ottawa in search of “better 
terms.” John Norquay, the provincial premier, was constantly 
in need of additional revenue to finance a growing expenditure; 
and he felt it no more than just that the support which he had 
accorded to Sir John A. Macdonald should be recompensed by 
larger subsidies from the federal treasury. Sir John made numer- 
ous petty concessions until, in 1885, wearied of the endless im- 
portunities of the province, he determined to call a halt. A gen- 
erous grant of better terms would be made, provided that the 
provincial government accepted it as a final settlement.* At first 
Norquay refused to agree to a “finality” clause, endeavoring to 
secure its deletion; but Sir John was adamant, and after some 
uncomfortable months Norquay capitulated. 


7 Dom. Stat. (1882), chap. v. The total annual payments from the federal treas- 
ury were increased from $105,650 to $227,153. 
8 Man. J.L.A., 1885, Appendix, p. 38. 
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During the negotiations two different agreements were drawn 
up. So far as the total amount of subsidies is concerned, the two 
came to about the same thing; but there were variations in the 
amounts assigned to the various types of subsidies. These varia- 
tions had their origin in an attempt to enable Norquay to save 
his face; and they illustrate again, in a striking way, the lack 
of any independent basis for the subsidy in lieu of land. In the 
agreement first drawn up, the land subsidy was left unchanged at 
$45,000 a year; and the principal concession made to Manitoba 
was an increase of $181,000 a year in the interest to be paid by 
the Dominion on surplus debt allowance.? In the second and final 
agreement the subsidy in lieu of land was raised to $100,000, while 
the increase in interest was only $140,400. The net difference be- 
tween the agreements was thus only $14,400 a year; but the in- 
crease in land subsidy from $45,000 to $100,000 enabled Norquay 
to meet the criticisms of those who had insisted that $45,000 a 
year was an inadequate compensation in lieu of lands and who 
had drawn a contrast between the sum paid to Manitoba and that 
paid to British Columbia. For my purpose the significant revela- 
tion is that the amount of the subsidy in lieu of land was founded 
upon no “principles” whatever. An increase in its amount from 
$45,000 to $100,000 was simply one way of giving Manitoba 
“better terms.” 


THE LAND SUBSIDY GIVEN SASKATCHEWAN AND ALBERTA 


When, in 1905, the federal government decided to create two 
new provinces in;the northwest, it chose to retain possession of 
the public domain within their boundaries; and it had, naturally, 
to pay a subsidy in lieu of this domain. The new provinces of 
Saskatchewan and Alberta were larger in area than Manitoba, 
and they might therefore expect a larger land subsidy; but there 
was no precedent to indicate how much larger this should be. In 
short, the proper figure for the subsidy was indeterminate: it 
could be set and plausibly be justified at any amount within wide 

®The Dominion assumed the debt of a province when it was admitted to the 
Confederation. But, in order to get uniform treatment, a “debt allowance” was de- 


clared for each; and where the debt allowance was larger than the actual debt as- 
sumed, the Dominion paid interest at 5 per cent on the surplus. 
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limits. For this reason the land subsidy was of considerable stra- 
tegic importance in the negotiations about the financial terms 
to be given the two new provinces. It became the balancing item 
—the item through which the difference between the total amount 
of the grants which Saskatchewan and Alberta were willing to 
accept and the amount the Dominion was willing to give, could be 
adjusted and reconciled.” If this fact had been frankly accepted 
much future difficulty might have been avoided. Unfortunately 
the attempt was made to give the land subsidy a quantitative 
basis which was utterly and absurdly fictitious. 

The resolution which provided for the land subsidy was, when 
first presented to the House of Commons, most singular." It put 
an “estimated value” upon the public lands in Saskatchewan and 
Alberta by making two unjustifiable assumptions: first, that the 
area of arable public land in each province, which might be fit for 
settlement, was 25,000,000 acres and, second, that the value per 
acre was $1.50. Until population was four hundred thousand, 
interest on this “estimated value” of $37,500,000 was to be paid 
by th: federal government at the rate of 1 per cent per year (i.e., 
$375,000); thereafter, until population reached eight hundred 
thousand, interest was to be at the rate of 1} per cent (i.e., 
$562,500); thereafter, until population was one million two 
hundred thousand, at the rate of 2 per cent (i.e., $750,000); and 
thereafter at the rate of 3 per cent (i.e., $1,112,500). The only 
figures in the resolution which had any meaning were the 
amounts of the subsidy and the population limits which governed 
them. Nobody in 1905 knew the size of the arable area in Sas- 
katchewan and Alberta. The figure of 25,000,000 acres was a 
guess and the value of $1.50 per acre set upon this area was un- 
justifiable. And, even . both acreage and valuation be accepted, 
why should payments start at a rate of 1 per cent? Clearly the 

” Hon. Frank Oliver, the Minister of the Interior, stated this bluntly: “I may 
say that the question [of the amount of the land subsidy] is not so much what a cer- 
tain quantity of land in the Northwest Territories would be sold for, as a ques- 
tion of how much money is required to carry on the government of the new provinces 


in comparison with the amounts which are available for the other provinces to carry 
on their provincial business.” Commons Debates (henceforth C.D.), 1905, p. 5485. 


"C.D., 1905, P. 1439. 
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whole computation was fantastic, and it is hard to understand 
why the Cabinet permitted this resolution, designed to be a part 
of the constitutions of two provinces, to be placed before the 
House of Commons. 

I can only guess at an explanation. There were two members 
of the Cabinet who, because of their positions and knowledge, 
would probably have scrutinized the resolution with care. One of 
them, W. S. Fielding, the minister of finance, was out of the coun- 
try during the negotiations; the other, Clifford Sifton, was at odds 
with Sir Wilfrid Laurier over the Saskatchewan and Alberta bills 
and finally resigned his post as minister of the interior before the 
resolution was framed. Thus the two men most likely to have 
seen the defects of the resolution had no opportunity to pass on it. 

When the Saskatchewan and Alberta bills were being debated 
in the House of Commons, Sifton exposed the defects of the land 
subsidy clause in words which were prophetic. The land subsidy 
should, he declared, 


be fixed arbitrarily. .... It should not be fixed by a reference to the number 
of millions of acres of land, nor the price per acre... . . The moment I laid 
my eyes upon that clause I felt it was a mistake. .... The effect would be 


that our friends in the northwest, so soon as they desire to have their finan- 
cial arrangements readjusted, will claim that while we have admitted their 
ownership of the land, they have not admitted our valuation of the land, and 
we will find that the territories [i.e., the new provinces] will raise the question 
of the readjustment of the financial arrangements. .. . . It may, perhaps, 
appear to be a matter of detail at the present time, but it will not be found to 
be a matter of detail in future years, and it is not too late to remedy it... . . 

Seldom is it the good fortune of a statesman so accurately to 
forecast the future. In only one respect have events proved Sifton 
to be in error: it was, even when he spoke, too late to remedy the 
original mistake. Fielding made the attempt. The most objec- 
tionable features of the clause—the estimate of area, the value per 
acre, and the percentage rates—were struck out by amendment. 
The amounts of the subsidy in lieu of land were thus left as arbi- 
trary figures, varying with population, but resting on no explicit 
basis. Implicitly, however, the subsidies rested upon the esti- 
mated fiscal needs of the new provinces. 

™ C.D., 1905, P. 3097. 

3 Dom. Stat., 1905, chap. xlii, sec. 20; chap. iii, sec. 20. 
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The events which have just been described had a twofold 
aftermath. They quickened into life a new agitation in Manitoba, 
which bore fruit in 1912; and in 1929 they provided a.Royal Com- 
mission on the natural resources question with a clue which was 
of great importance in shaping its recommendations. 


THE ADJUSTMENT GIVEN MANITOBA IN IQI2 


When Manitoba was created a province in 1870, it had an area 
of only 13,500 square miles. In 1881 its area was increased to 
73,732 square miles. At odd times thereafter there was talk of 
further extension of boundaries both northward and westward, 
but nothing was done. Creation of Saskatchewan and Alberta in 
1905 settled the question of westward extension; it raised other 
issues in Manitoba which were to cause considerable embarrass- 
ment to the Dominion. 

At this time the provincial government, with R. P. Roblin as 
premier, was ardently Conservative; and it indulged in sporadic 
bickering with the Liberal government at Ottawa, headed by Sir 
Wilfrid Laurier. Roblin pretended to regard the formation of 
Saskatchewan and Alberta as a direct affront. Why, he asked, 
should these parvenu provinces be more than three times larger 
in size, why should they have larger subsidies than the pioneer 
province of the west? With this as a theme Roblin made an effec- 
tive appeal to the electors. Likening himself to Sir Oliver Mowat, 
he proposed to fight until Manitoba was upon an “equality” 
with Saskatchewan and Alberta. Equality in area the federal gov- 
ernment was willing to concede by extending the boundaries of 
Manitoba north and northeast. But this was not enough, for 
Roblin perceived that equality of status had other connotations; 
and a dispute was waged about what additional subsidies should 
accompany an enlargement of area. Roblin insisted upon nothing 
less than a complete duplication of the financial terms given 
Saskatchewan and Alberta, while Sir Wilfrid Laurier declared 
that, although something by way of a larger land subsidy should 
be given, Manitoba had no more right to ask for other changes 
than had any other province. 

There the quarrel rested until, in 1911, the event which Roblin 
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had hoped for came to pass. The Conservatives were victorious 
in the federal elections. With his friends in power at Ottawa and 
with Robert Rogers, who had been eleven years in the Executive 
Council of Manitoba, installed as the new minister of the interior, 
a more generous appreciation of the provincial claims was to be 
expected. So it proved. At the first session of the new parliament 
an act was passed which gave Manitoba even more than had been 
asked. “Equality” with Saskatchewan and Alberta became an 
accomplished fact. 

Only that portion of the measure which bears upon the land 
subsidy can be examined here. The aim was to give Manitoba 
an area and a land subsidy equal to Saskatchewan and Alberta. 
Approximate equality in area was easily arranged. But equal- 
ity in subsidies was harder to define, because Manitoba had 
earlier been given special grants of land—150,000 acres as a uni- 
versity endowment and some 2,000,000 acres of swamp lands— 
while Saskatchewan and Alberta had received nothing of this 
sort. Deductions for these concessions had to be made and Mani- 
toba, instead of a land subsidy of $562,500—the amount received 
by Saskatchewan and Alberta—received $409,100." In this way 
the prairie provinces were, for the future, put upon an equality in 
land subsidy. 

But what about the past? Had not Manitoba been on an in- 
equality with Saskatchewan and Alberta in land subsidy ever 
since the formation of the new provinces? And should it not, 
therefore, receive “arrearages” of land subsidy from 1905 to 
1912? So it seemed to Roblin; and the federal government, al- 
though at first unwilling to accept this outrageous proposition 
finally sacrificed logic for political friendship by a compromise 
which gave Manitoba “arrearages” from 1908 rather than from 


™4 Dom. Stat., 1912, chap. xxxii. Briefly the arrangement was as follows: Mani- 
toba reconveyed all unsold swamp lands in its possession to the Dominion. It was 
considered to have received from sales the net sum of $2,768,000 and interest on this 
at 5 per cent, i.e., $138,400, made one deduction. A value of $300,000 was put on the 
university lands and interest on this at 5 per cent, i.e., $15,000, made another de- 
duction. 
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1905.5 At the rate of $345,700 a year for four years, these 
amounted to $1,382,800 and this sum was paid to Manitoba in a 
lump. 
THE NATURAL RESOURCES QUESTION 

From the days of John Norquay it had been claimed in some 
quarters that Manitoba should be given the domain within its 
boundaries and that federal retention was unjust. But few people, 
either inside or outside the province, took the claim seriously, and 
Norquay himself regarded it merely as a stick with which to 
beat the Dominion. When Saskatchewan and Alberta were cre- 
ated the question was raised in a more realistic manner by 
Frederick Haultain, the premier of the Northwest Territories. 
He contended that provincial status and control of the public 
domain should go together; and when his views were disregarded 
he attempted, as leader of the Conservative opposition in Sas- 
katchewan, to win popular support for his position. The Liberals 
in Saskatchewan and Alberta gladly accepted the challenge. They 
declared boldly that federal retention of the domain, coupled with 
a generous subsidy in lieu of it and a progressive scheme of settle- 
ment, was a wise and beneficial policy for the prairie provinces. 
Walter Scott, the premier of Saskatchewan, went so far as to 
doubt “the sanity of any Saskatchewan man who complains of 
the land terms.”** The electors of both provinces seemed to give 
wholehearted indorsement to the Liberal position. 

The federal elections of 1911 altered the whole current of the 


s As a rickety logical foundation for the compromise it was pointed out that, in 
1908, the Dominion had passed resolutions which recognized the right of Manitoba 
to extension of its boundaries, subject to agreement about the appropriate financial 
terms. The resolutions never became effective; but it was argued that since now, in 
1912, the federal government admitted the correctness of Manitoba’s contentions, 
the rectification should be dated back to 1908 (see C.D., 1911-12, p. 4651, speech of 
Sir Robert Borden). 

The calculation of arrearages was as follows: from the annual land subsidies of 
$562,500 was deducted the land subsidy actually paid ($100,000) and the interest on 
the proceeds from sale of swamp and university lands, i.e., $116,800—a total de- 
duction of $216,800, leaving $345,700. 


%C.D., 1911-12, pp. 4390-91; Canadian Annual Review, 1906, p. 465; 1908, 
P- 479}; 1909, P. 502. 
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agitation. So long as Sir Wilfrid Laurier held office at Ottawa, 
the two Liberal governments in Saskatchewan and Alberta were 
friendly to the Dominion. When Sir Robert Borden became 
prime minister the relationship altered, and Saskatchewan and 
Alberta began to develop grievances against the federal govern- 
ment. Here the natural-resources question offered attractive pos- 
sibilities. 

Sir Robert Berden, while leader of the opposition, had taken a 
strong stand in favor of cession of the natural resources to the 
prairie provinces.’ Consistency might seem to require that, after 
1911, he would attempt to carry out this policy, and that Walter 
Scott and A. L. Sifton (the premier of Alberta) would refuse to 
accept it. In fact events developed differently. Sir Robert gave 
“better terms” to Manitoba by increasing its subsidy in lieu of 
land and by taking back under federal control a considerable 
area of swamp land which had earlier been handed over to the 
province. Clearly he had no immediate intention of returning the 
natural resources to the prairie provinces. At once Scott and 
Sifton took the initiative. They declared that Sir Robert should 
carry out his pledge, and then made sure that he could not do so 
by adding further demands of a curious nature. They wanted the 
return of their natural resources, but in addition they wanted the 
continuance, without diminution, of the subsidies paid in lieu of 
them." There cannot be the slightest doubt that to both Sir 
Robert Borden and Sir Wilfrid Laurier this seemed to be an 
astounding proposal. The prairie provinces wanted to have their 

17 See C.D., 1905, pp. 5986-92. 

% C_D., 1914, pp. 1073-74. A letter of December 22, 1913, signed by Scott, Sifton, 
and Roblin, asked that the natural resources be returned and that the existing land 
subsidies “should stand as compensation for lands already alienated.”” The scheme 
is, I believe, to be credited to A. L. Sifton. 

I should mention briefly certain previous negotiations. In 1911 a resolution of the 
Saskatchewan Assembly (J.L.A., 1910-11, p. 26 and see also Alberta J.L.A., 1910, 
p. 47), while affirming the right of the Dominion to retain the agricultural lands of 
the province, requested that the hinterland in the north and “all natural resources of 
purely local concern” be handed over. Sir Wilfrid Laurier replied bluntly that this 
scheme might be worthy of consideration, but that, if adopted, it would “‘constitute 
a material alteration of the basis on which the financial terms were calculated and 
that consequently those financial terms would have to be revised” (C.D., 1914, pp. 
1072-73). 
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cake and to eat it as well. Nor can there be any doubt that Sifton 
and Scott expected their proposal to be refused. What they 
wanted was to forestall action by Sir Robert Borden. They knew 
that return of their natural resources, if it meant loss or diminu- 
tion of the land subsidy, would be fiscally ruinous. The federal 
government had for years been administering the natural re- 
sources at a loss, and under provincial administration the result 
was bound to be similar. But, although the position taken by 
Scott and Sifton was disingenuous, it was of great significance for 
the future of the agitation, because it meant that the Liberal 
party in the prairie provinces was no longer a defender of the 
status quo with respect to the natural resources. Henceforth, the 
federal government, no matter of what political faith, was certain 
to be faced by agitation against its policy of retention. 

As might have been expected the result was a stalemate.” Sir 
Robert Borden pointed out that the requests of Scott and Sifton 
went far beyond any promises made by him; and there the ques- 
tion rested during the World War. With peace the agitation was 
to develop in a manner which would have surprised its originators. 

The first important post-war negotiations were initiated by the 
prime minister, Mr. Arthur Meighen, in 1920. He pointed out to 
the premiers of Manitoba, Saskatchewan, and Alberta that, if 
they persisted in asking both for a return of the natural resources 
and a continuance of subsidies, progress toward a settlement 
would be blocked. Agreement by them upon some sort of a self- 
denying ordinance seemed advisable.” His hint was not favorably 
received. Manitoba, in particular, proved recalcitrant. Its pre- 
mier, Mr. T. C. Norris, was against all compromise. To get a 
proper solution of the natural-resources question, it was, he de- 
clared, necessary to “‘go back to first principles” and to consider 


*” The stalemate was strengthened by the statement of Borden that, in his opin- 
ion, the maritime provinces ought to have a voice in deciding upon the terms of any 
natural resources settlement. He submitted the proposals of the paririe provinces to 
the Maritime premiers for comment, and they replied in unison that a return of the 
resources and a continuance of the subsidy would be to disturb the whole basis of 
provincial subsidies and make necessary a general revision of financial terms (C.D., 
1914, p. 1075, letter of Premier George H. Murray). 


»® Dominion Sessional Papers (henceforth S.P.), 1922, No. 142b, pp. 7-8. 
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whether the action of the Dominion in retaining the resources had 
or had not been constitutional. 

This pseudo-constitutional argument received much attention 
in later debates. The most elaborate presentation of it is to be 
found in a pamphlet, The Natural Resources Question, written by 
Professor Chester Martin at the instance of the government of 
Manitoba. In brief, Martin’s contention was that “the beneficial 
control of the public domain is implicit in provincial status under 
responsible government.” Federal retention of the domain of 
Manitoba, Saskatchewan, and Alberta was, therefore, wholly con- 
trary to British practice; and it meant that those provinces had 
been “living in respect of [their] natural resources under colonial 
conditions in some respects more reactionary than those which 
prevailed a hundred years ago in the provinces of British North 
America.’ At best the federal government had merely held the 
domain “in trust” for the prairie provinces, and it should now 
give an “accounting” as to how the trust had been fulfilled. This 
meant that all alienations should be examined and assessed in 
order to arrive at a proper dissolution of the trust and in order 
that a new settlement, based upon true constitutional principles, 
might be drawn up. 

Quite apart from the practicability of this proposal, its premises 
were specious. Without question control of the public domain 
had, as a rule, been an accompaniment of provincial status; but 
this practice had been established on grounds of expediency and 
not as a matter of abstract right. On numerous occasions after 
1870—the year in which Manitoba was created—the Imperial 
government seriously considered retention of control of the public 
domain of certain of its overseas possessions. The decision was 
against this plan for two very realistic reasons: (1) that retention 
might make necessary payment of a subsidy in lieu of domain; 
and (2) that there was no possibility of exercising an effective 
control over the domain if it was retained. Thus Martin’s state- 


Chester Martin, of. cit., p. 25. 2 Tbid., p. 24. 


*3See Keith, Responsible Government in the Dominions (Oxford, 1928), p. 775. 
Martin drew heavily upon this book, in its first edition, for support of his own argu- 
ment. 
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ment of Imperial policy is misleading; and the analogy which he 
drew between Imperial and Canadian policy is, as Keith points 
out, “illusory,” because the Canadian government gave subsidies 
in lieu of land and could exercise an effective control over the 
domain which it retained. 

The practical difficulties of the Manitoba proposal, quite apart 
from its soundness as a matter of law, were pointed out by Mr. 
Meighen at once. How could there be a satisfactory “account- 
ing’? A substantial portion of federal expenditure on immigra- 
tion, railways, irrigation, etc., had arisen out of its retention of 
the western domain, but what this portion was could not be 
ascertained. In any attempt at “accounting,” principles would 
come into conflict with counter-principles. In short, Mr. Meighen 
thought that debate about a policy, adopted many years ago and 
never seriously questioned, was bound to be futile. 

The federal elections of 1921 lifted the responsibility of han- 
dling the natural resources question from Mr. Meighen and put it 
upon the new Liberal government, headed by Mr. W. L. Mac- 
Kenzie King. Two months after his Cabinet had been sworn in, 
he expressed to the premiers of the three prairie provinces his de- 
sire for a settlement; and it is interesting to find that his stand 
was almost precisely that of his predecessor, as well as that taken 
by Sir Robert Borden and Sir Wilfrid Laurier years before. He 
wrote: “We [the Cabinet] do not see how the Prairie Provinces 
could seriously expect to receive the lands and at the same time 
continue to receive the land subsidy.” It would be wisest “to 
ignore the transactions of the past and make a fresh start.’ 
This seemed to offer small prospect of agreement, and a confer- 
ence at Ottawa shortly afterward led merely to the manufacture 
of certain vague formulas. The federal government, in equivocal 


* Saskatchewan supported the Manitoba contention, but only for the negative 
reason that it was unwilling to accept the position taken by the federal government. 
Its Attorney-General, W. F. A. Turgeon (later to be chairman of the Royal Commis- 
sion on the natural resources question), declared that, while the contention of Mani- 
toba might be “strong in equity,” it was “weak in law” (Sask. S.P., 1920, p. 27). 
The other prairie province, Alberta, was willing to break away from Saskatchewan 
and Manitoba and to negotiate upon the basis suggested by the Dominion. 


* Dom. S.P., 1922, No. 1424, letter dated February 20, 1922. 
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phrase, declared itself willing to place the prairie provinces on an 
“equality” with the other provinces.* Such circumlocution was 
designed only to conceal the lack of real progress in negotiation 
with Saskatchewan and Manitoba. With Alberta, however, it 
seemed for a time as if a settlement could be reached. Alberta 
was willing to pass over without dispute the “principles” of con- 
stitutional law about which Manitoba and Saskatchewan made 
such a fuss. What is the explanation? It is that the “principles” 
were a subterfuge. Manitoba and Saskatchewan knew that pos- 
session of their natural resources, coupled with loss or diminution 
of subsidy, would bring burden rather than relief to their treas- 
uries and they, therefore, raised constitutional objections. Al- 
berta, on the other hand, could expect that its public domain 
would bring in a substantial revenue to the provincial treasury 
and it, therefore, passed over such objections. The prairie prov- 
inces were united in the hope that the natural resources agitation 
might serve as a means of getting better terms, but on this ac- 
count they advocated different methods of settlement. 

Early in 1926 negotiations with Alberta seemed to have reached 
a satisfactory conclusion. An agreement was signed by which the 
province was to receive its unalienated domain and a continuance 
of the land subsidy for a period of three years.” Then an unfore- 
seen obstacle, entirely unrelated to the natural-resources question, 
cropped up when certain Quebec members of the House of Com- 
mons demanded that the educational rights of the Catholic minor- 
ity in Alberta be safeguarded before the agreement should be 
ratified. At even the vague prospect of revival of a sectarian dis- 
pute both the provincial and the federal government turned tail 
precipitately, and the impending legislation was dropped.* 

The abortive agreement with Alberta represented a compro- 
mise between the terms advocated by the federal government and 
those advocated by the provincial governments of Manitoba and 
Saskatchewan. If it had been completed the future history of 
the natural-resources question might have been different. But it 


6 C.D., 1922, p. 1018. 27 Dom. S.P., 1926, No. 75. 


38 See C.D., 1926, p. 557, speech of Bourassa; p. 3902; also Dom. S.P., 1926, No. 
75a (not printed). 

















DISPUTE OVER THE FEDERAL DOMAIN IN CANADA 793 


was not; and thereafter the swing of events weakened the bargain- 
ing power of the federal government. To explain this a brief 
digression must be made. 

An agitation for better terms was being carried on, after 1921, 
by the maritime provinces in the east as well as by the prairie 
provinces in the west. The two agitations were interdependent 
in the sense that the federal government was bound to be chary 
about granting concessions to the one group without granting 
them to the other. But, in 1926, Mr. King felt impelled to ap- 
point a Royal Commission to investigate the maritime claims; 
and this Commission soon submitted a report which was favor- 
able beyond all expectation to Nova Scotia, New Brunswick, and 
Prince Edward Island. At once there was opposition from the 
west. If the recommendations of the Commission were accepted 
and the maritimes got “better terms,” might it not happen that 
the claims of the prairie provinces would be indefinitely shelved? 
This prospect the western representatives were not prepared to 
face; and they insisted upon being given some sort of assurance 
that the grant of favors to the maritimes would be followed by 
generous consideration of the claims of the west. They got the 
assurance. A Dominion-provincial conference was held at Ottawa 
in November, 1927; and the delegates from the prairie provinces 
and from the maritimes found it easy to agree that the best plan 
would be for the federal government to make concessions all 
around. The federal government was not unwilling; and the 
Prime Minister announced to parliament early in 1928 that he 
proposed to take a “generous attitude” to the demands of both 
the prairie provinces and the Maritimes.” 


THE TURGEON COMMISSION 


The road was now open for a settlement of the natural re- 
sources question; and it was agreed by all that the case of Mani- 
toba should be handled first. In July, 1928, Mr. King for the 
Dominion and Mr. Bracken for Manitoba settled upon pro- 
cedure. The Dominion was to place Manitoba “in a position of 
equality with the other provinces of Confederation with respect 


2 C_D., 1928, p. 44 
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to the administration and control of its natural resources, as from 
its entrance into Confederation in 1870.”” A Royal Commission 
was to be appointed to “report as to what financial readjustments 
should be made to secure this end”; and after its findings had 
been given legislative enactment, the unalienated natural re- 
sources of Manitoba were to be placed under provincial control.” 
Thus at the outset the federal government promised to yield up 
the public domain; and it admitted what it had not previously 
been willing to admit—that its retention of the domain had placed 
Manitoba in a position of inequality for which compensation was 
now due. 

The commissioners appointed were Mr. W. F. A. Turgeon, 
judge of the Saskatchewan Court of Appeals, Mr. T. A. Crerar 
of Winnipeg, and Mr. C. M. Bowman of Waterloo, the first named 
being the chairman. They held hearings and heard evidence dur- 
ing the winter of 1928-29; and nobody can read the proceedings 
without noticing that, while the case of Manitoba was prepared 
and presented with the greatest care, that of the Dominion was 
makeshift. The explanation is simple. For the provincial govern- 
ment the successful establishment of its claims meant “better 
terms” and enhanced prestige; for the federal government success 
before the Commission would, politically, be worse than defeat. 
Finally in May, 1929, the Commission made its report. 

Throughout the investigation the commissioners were plagued 
by the vagueness with which their task had been defined. The 
terms “equality” and an “accounting on a fiduciary basis,”’ while 
eminently adapted to political agitation, were now an encum- 
brance. In the opening pages of the Report, which are devoted to 
a historical survey of conditions prior to Confederation, the awk- 
ward implications of the word “equality” are apparent. The com- 
missioners found that when, in the first half of the nineteenth 
century, the Imperial government gave its‘colonies in British 
North America control of their public domain, it did not see that 
they were put on an “equality” with each other and did not give 
an accounting for the large and wanton alienations which it had 


3° Report of the Royal Commission on the Transfer of the Natural Resources of Mani- 
toba (Ottawa, 1929), p. 5. 
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made. They found also that when, in 1867, these colonies formed 
themselves into a Dominion, no provision was made in the terms 
of union for placing them on an “equality” with respect to their 
natural resources. Did not this destroy the very basis of Mani- 
toba’s claim? If the other provinces had been on an inequality at 
Confederation, why should it complain? 

The commissioners now introduced an ingenious sophistry. 
This inequality in the relative positions of the older provinces 
must, they reasoned, really be taken to mean “equality.” 
“Equality” meant simply that each, upon entry into the Con- 
federation, retained control of its unalienated resources; and by 
this definition Manitoba had been put upon an inequality in 1870. 
Since, in 1870, Manitoba was practically unsettled and since its 
resources were almost intact, the definition placed upon the 
Dominion the responsibility of accounting for the greater part of 
the alienations that had ever been made. 

This was eminently favorable to Manitoba; and having taken 
one plunge, the commissioners promptly took another. It was, 
they said, “one of the fundamental principles of Confederation 
that each province was to enjoy, as a source of revenue, the ad- 
ministration and control of all the Crown lands, mines and 
minerals within its territory 3 Of course this was wrong. 
“Fundamental principles” about control of the domain had not 
governed in the slightest degree. Indeed, the fathers of Con- 
federation in 1864 made contradictory decisions. They decided, 
after debate, in favor of federal assumption of the domain of 
Newfoundland; and they decided, without debate, against federal 
assumption of the domain of the other provinces. The “prin- 
ciples” which bulked so large during the hearings of the Turgeon 
Commission were not even suggested. And the subsidies in lieu 
of land offered to Newfoundland in 1864 and given in 1871 and 

“Tt appears from the foregoing that the four original provinces of Confedera- 
tion received equal treatment in regard to their natural resources in this respect— 
that each retained what it possessed previously, regardless of differences of volume 
and value, and regardless of all past acts of administration affecting this value.” 
Ibid., p. 13. 

3 Jbid., p. 14. Yet the commissioners stated earlier that the fathers of Confedera- 
tion had, in this respect, been guided only by “practical expediency.” 
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1873 to British Columbia and Prince Edward Island do not, as 
the commissioners thought, “illustrate the importance attached 
in the scheme of Confederation to the possession by the Provinces 
of their public domain as sources of revenue,’ but they do il- 
lustrate the importance of satisfactory federal subsidies. Pos- 
session of the domain by a province was of no importance; pos- 
session of a good source of revenue was all important; and it was in 
this latter respect alone that the terms given Manitoba in 1870 
might be open to objection. 

We see, then, that the commissioners had decided that Mani- 
toba had a claim against the Dominion for all alienations of its 
land made after 1870; and, by a convenient modification of their 
terms of reference, they now asked themselves the question: 
Has Manitoba “received in the past adequate [financial] con- 
sideration” for these alienations? It was, of course, clear that for 
one class of alienations—those for “purely provincial purposes” 
—no compensation was due. But those made “for the purposes 
of the Dominion’ did require compensation; and it therefore 
became necessary to determine the extent of the alienations of 
the two types. 

Total alienations up to 1929 amounted to 20,948,200 acres. 
Of these nearly 5,500,000 acres could, without much question, 
be declared to have been disposed of for provincial purposes. Of 
the remainder, the large alienations were 7,508,000 acres for 
homesteads, 2,958,800 acres for railways, and 2,560,500 acres as 
sales. The acreage disposed of by sale could naturally be classed 
as alienated for the purposes of the Dominion. Did the alienations 
for railways and for homesteads also belong in this class? 

Consider, first, the grants to railway companies. What portion 
of these had been for provincial and what for Dominion purposes? 
After some hesitation the commissioners decided to include in the 
former class only the grants of land, amounting to 575,000 acres, 
going to branch railways “running from point to point in the 
Province.’ The remaining alienations for railways, amounting 


3 Ibid., p. 17. 4 Ibid., pp. 8, 23, 31-32. 


35 At first the commissioners defined a provincial purpose as one “towards which 
the Provincial Government would have contributed of its lands if it had owned them” 
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to 2,978,800 acres (of which 2,182,800 acres were for the main 
line of the Canadian Pacific Railway), were regarded as for the 
purposes of the Dominion. 

The commissioners marshaled some historical evidence in sup- 
port of their distinction. The National Transcontinental was, 
they pointed out, built at Dominion expense, without contribu- 
tion from Ontario, although the line ran through, and was of 
great value to, that province. Was it not, then, a “discrimina- 
tion’”’ that Manitoba should make a special contribution to the 
Canadian Pacific Railway, another national line, through grant 
of its lands? The commissioners thought it of no significance that 
Manitoba had to have the Canadian Pacific and was willing that 
its lands be used to aid it, because one might argue “with equal 
plausibility, that if Canada had not built the National Transcon- 
tinental through Northern Ontario, the Provincial Government 
would have been compelled to build the line through that territory 
some day, at the expense of its own resources.” Of course the 
“plausibility” is not “equal.” The interest of Manitoba in the 
Canadian Pacific was vastly more urgent than that of Ontario 
in the National Transcontinental. One admission may be made. 
Dominion policy about aid for railways had changed notably be- 
tween 1880 and the first decade of the twentieth century; and it 
can be surmised that, if the Canadian Pacific had been built in 
1904, the federal contribution would have been greater and the 
contribution of Manitoba less than was actually the case. In this 
sense only did Manitoba have a claim to retroactive compensa- 
tion. 

What about the homestead alienations? Had they been made 
for Dominion or for provincial purposes? The commissioners ad- 
mitted at once “that the use made of these lands redounded, in 
part, to the interest of the Province.’’ But by another ingenious 
bit of sophistry they evaded the implications of their admission 


(p. 36). But they refused to follow this definition, for they admitted in one breath 
that the government of Manitoba would certainly have given land to the Canadian 
Pacific Railway and yet went on to insist that this fact was irrelevant and that the 
Canadian Pacific Railway was a national line (p. 38). 


% Tbid., p. 38. 
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by making a distinction between the effects of the homestead 
policy upon the finances of the provincial government and its 
effect upon the development of Manitoba as a whole,*’ and by in- 
sisting that the former was all that they had to consider. This 
position is patently artificial. Surely the important thing is how 
Manitoba progressed under the homestead policy. Only if the 
commissioners had been able to show that the alleged poverty of 
the provincial government had held back development of the 
province would their distinction have had meaning. And such a 
proposition was not established. It may be admitted that the in- 
crease of population, resulting from free homesteads, put some 
burdens upon the provincial treasury; and that the provincial 
government, in full control of its natural resources, could not have 
adopted a homestead policy, but would instead have been forced 
by fiscal need to sell its lands in order to secure a revenue. In that 
event the economic development of Manitoba would have been 
retarded; and there cannot be the slightest doubt that this would 
have been regarded by the people of the province as a great mis- 
fortune.* The west was, until recently, overwhelmingly in favor 
of a homestead policy; and the federal government, by retention 
of the public domain and at the cost of a heavy net expenditure, 
made free homesteads possible. The argument of the Manitoba 
government before the Turgeon Commission that the province 
should get compensation because the Dominion had alienated its 
lands to settlers, was, therefore, tinged with irony. What would 
have been said had the Dominion pursued any other policy?” 
The commissioners knew the weakness of classifying home- 
stead alienations as for the purposes of the Dominion, and they 
took this step only with reservations. They promised to put a 
“light appraisal’ upon the loss suffered by the province through 


37 Ibid., p. 34. 

3 The historian of the future, blessed with hindsight, may decide that the home- 
stead policy was a mistake. Such an opinion is not pertinent here because it was 
never held either by the provincial or by the federal government. 


%# It is noteworthy that the Winnipeg Free Press, the most influential paper in 
western Canada, and throughout i‘s career a staunch advocate of the rights of Mani- 
toba, declared in an editorial of july 4, 1928, that a list of the lands alienated for the 
purposes of the Dominion “would not presumably include homestead lands.” 
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these alienations.” We shall soon see that this promise was not 
kept, because they did not make an appraisal at all. 

I have shown that the whole argument of the commissioners 
and of the provincial government was directed toward discovering 
what lands of Manitoba had been alienated for the purposes of 
the Dominion, and it was to be expected that their findings on 
this point would determine their recommendations with respect 
to financial compensation. But there were obvious difficulties. 
Even supposing that the actual acreage so disposed of could be 
determined, what value should be placed upon this acreage? The 
alienations had been spread over a period of sixty years. What 
was the commercial value of a homestead taken up in 1870, in 
1890, or in any other year? The facts were not known and could 
not be found out. The Manitoba government had not been un- 
aware of these difficulties. Why, then, had its representatives so 
shaped their arguments as to lead to an apparent cul-de-sac? 
Because, while arguing along the lines suggested by past agita- 
tion, they were prepared to suggest that a settlement might be 
arranged upon a different basis. The incongruity of leaving a com- 
plete hiatus between argument and conclusion did not disturb 
them and, what is more surprising, it did not disturb the commis- 
sioners who accepted the Manitoba suggestion almost in its 
entirety. 

In order to explain what was recommended by the Commission, 
it will be necessary to refer again to the subsidies given in lieu of 
land to Saskatchewan and Alberta. I have tried earlier to show 
that these had been determined upon no “principle” more ab- 
stract than fiscal need. It was possible, however, to allege that 
they had been formulated upon another basis by going back to 
the original resolution about them presented to the House of 
Commons in 1905. By it the land subsidy was to be 1 per cent 
upon a hypothetical valuation—at $1.50 per acre—of a portion of 
the area of each province. Why a rate of 1 per cent? Why a value 
of $1.50 per acre? Why an acreage of 25,000,000 acres? This 
resolution was never enacted into law; it defies explanation; and 
it is nothing more than a congeries of imaginary figures. Yet it 


” Report, pp. 42, 36. 
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was resurrected a quarter of a century later by the members of 
the Turgeon Commission, who assumed that a real attempt had 
been made to value the lands of Saskatchewan and Alberta, and 
who declared their intention of making a valuation of the land of 
Manitoba in 1870 upon a basis which would parallel the method 
of 1905. The task was, they asserted, to do “retroactively what 
we must assume should have been done from the first.’’* 

The commissioners state nowhere in their report the details of 
the computation which they made. But these details can be de- 
duced, and they are of considerable importance. In any attempt 
to make a literal application of the Saskatchewan and Alberta 
terms to Manitoba certain difficulties would crop up. For one 
thing, the legislation of 1905 had fixed a minimum land subsidy 
upon the presumption that the population of a province was not 
less than 250,000, and it gave no hint as to what subsidy would 
be appropriate for a smaller population. But the population of 
Manitoba did not number 250,000 until 1901, and the problem 
thus was: What subsidy should be assigned to it, on a retroactive 
basis, for the years before 1901? A second difficulty was about 
area. In 1912 the area of Manitoba became 161,172,500 acres, ap- 
proximately the same as that of Saskatchewan and Alberta; but 
from 1870 to 1881 its area was only 8,914,200 acres* and from 
1881 to 1912 it was only 47,188,500 acres. The land subsidy of 
Saskatchewan and Alberta had ostensibly been calculated upon a 
basic acreage of 25,000,000 acres—about 15 per cent of their total 
area. Ought the same percentage to be used now for Manitoba? 
A third difficulty was about the value per acre. For Saskatchewan 
and Alberta in 1905 this was declared to be $1.50. What would be 
the proper figure for Manitoba for each of the thirty-five years 
back to 1870? 

* Ibid., p. 42. It will be remembered that this was the second occasion upon 
which the subsidy terms given to Saskatchewan and Alberta were used to justify 
concessions to Manitoba. In 1912 the Manitoba subsidy was made equal to that of 
Saskatchewan and of Alberta for the future, and it was made retroactive to 1908. 


The Turgeon Commission, in effect, recommended that the subsidy should be made 
retroactive to 1870. 


# T neglect a small addition made in 1878. 
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Table I shows that the commissioners found a summary solu- 
tion for these perplexities. 

During the years when the population of Manitoba was less 
than 250,000 (i.e., before 1901), they calculated the subsidy at the 
rate of 4 of 1 per cent instead of 1 per cent; with respect to area 
they assumed a basic acreage of 8,000,000 acres from 1870 to 
1880, and thereafter one of 25,000,000 acres; and, finally, they 
put the value per acre at $1.50 for the whole period. 

In this way the commissioners arrived at the sum of $18,847,- 
500, which might seem to represent the total land subsidies due 
to Manitoba from 1870 to 1928. But the Dominion was not in 














TABLE I 
Basic Value at 
Year Population a ae gl ~~ ad Total 
1870-1880. .| Under 250,000] 8,000, 000/$12,000,000//%=$ 60,000$ 650,000 
1881-1900. .| Under 250,000/25 ,000, 000 37,500, 00014% = 187,500} 3,750,000 
I90I-1907..| Over 250,000|25 000,000) 37,500,000)I%= 375,000) 2,625,000 
1908-1928..} Over 400,000|25 ,000,000} 37,500,000/1I%= 362,500) 11,812,500 
, Ee Cr ee Sek Pee $18,847,500 























arrears by this amount, since it had paid as land subsidies $11,- 
193,400 and it had given to Manitoba swamp lands and university 
lands from which $3,306,900 had been derived by the province. 
There was left a balance of $4,584,200, and this the commissioners 
recommended should be paid as a lump sum to the provincial 
government. 

It is thus clear that there never was an attempt at an “ac- 
counting” by the commissioners. Since any such attempt would 
have been futile, it may perhaps be averred that the commission- 
ers showed wisdom in adopting a short cut which had at least 
the cardinal virtue of simplicity. And their short cut had another 
virtue, which was that it was politically defensible. The indorse- 
ment of both parties to it could plausibly be claimed. In 1905 the 
Liberals had formulated the basis of the Saskatchewan and Al- 
berta land subsidies upon which the Turgeon Commission now 
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modeled its recommendation; in 1912 the Conservatives had 
adopted and used this basis in the adjustment given to Manitoba. 
Political precedents of this sort were a strong fortification against 
attack; and if a high value is put upon political expediency, this 
portion of the report was shrewdly framed. 

But the commissioners went on to recommend further favors 
for Manitoba which it is difficult to justify on any conceivable 
ground. Not content with recommending that the Dominion 
should pay to the province the lump sum of $4,584,200 as arrears 
of land subsidy and that it should return those lands which were 
unalienated, they also declared that it should continue without 
diminution the old land subsidy. That is to say, despite the fact 
that the federal government was to divest itself of its public 
domain in Manitoba, it was to continue payment as if it were still 
in possession; and despite the fact that it was to pay to Manitoba 
arrears of land subsidy back to 1870, it was to continue the sub- 
sidy for the future. What was the explanation? The commission- 
ers give none. They do not state anywhere in the report that the 
scale of arrears which they calculated was defective and needed 
to be supplemented; and, certainly, if such a retroactive compu- 
tation was justifiable at all, it should have been complete. The 
consequence of this inexplicable provision is that the last vestige 
of consistency in the report is destroyed. 

During the hearings of the Commission there was much talk 
about the confusion which engulfed the natural-resources ques- 
tion because, in the past, the various negotiations had followed no 
consistent “principles”; and at the conclusion of their report the 
commissioners repeated these complaints.“ About this there can- 
not be two opinions. In the past a diversity of methods and a 
lack of logical approach had kept old claims alive and had 
generated new ones. But a Commission which saw these things 
ought all the more to have avoided the same morass; it ought to 
have taken care that the settlement which it proposed was free 


43 Ibid., p. 45. “The great delay in establishing the principles of a permanent 
settlement . . . . and the various arrangements, devoid of any clear principle, which 
have been entered from time to time, have complicated the situation almost beyond 
the possibility of clear, unanswerable solution.” 

















DISPUTE OVER THE FEDERAL DOMAIN IN CANADA 803 


from unnecessary confusion; and it ought to have remembered 
that in years to come its statements would be explored by pro- 
vincial governments seeking grounds upon which to base claims 
for “better terms.” Unfortunately the report of the Turgeon 
Commission did not rise above its ancestry. It is on a par with the 
numerous antecedent reports made by sub-committees of the 
Cabinet upon the natural-resources question. 

The appointment of a Royal Commission for Manitoba had 
naturally been of interest to Saskatchewan and Alberta. They 
waited eagerly for its report; and when, in June, 1929, Mr. King 
and Mr. Bracken reached agreement about its recommendations, 
the former took care to announce that his government stood ready 
to give Saskatchewan and Alberta “treatment similar to that 
granted to Manitoba.’’“ In December an arrangement was made 
with Alberta. That province was, in the current phrase, to be put 
“in a position of equality with the other provinces”; and this re- 
quired (a) transfer of its unalienated resources, (5) continuance of 
ine land subsidy without alteration, (c) a Royal Commission to 
inquire whether or not any further compensation should be given. 
Saskatchewan at first held off, principally because in September, 
1929, the Liberals were defeated and a new government, headed 
by Mr. J. T. M. Anderson, came into office. But finally, in March, 
1930, an agreement was negotiated which paralleled the Alberta 
one, except that the Royal Commission was to be different in 
composition and that Saskatchewan reserved certain demands 
pending judicial determination of the right of the Dominion to 
hold land except as an “administrative trustee.’’ Alberta then 
asked for a similar modification of its agreement and this was 
conceded.‘ 


“4 Dom. S.P., 1930, No. 108a; see also ibid., 1929, No. 42 (not printed). 


4s The contention of Saskatchewan and Alberta that the Dominion had no con- 
stitutional right to hold land other than as an “administrative trustee” for provinces 
which had been or might be created, would, if established, have meant that Sas- 
katchewan and Alberta were entitled to date their claim to compensation from 1870 
rather than from 1905. Buta recent decision of the Privy Council (see Dom. Law Re- 
ports, 1V (1931), 712-20) has declared that in law their contention has no validity. In 
spite of this, it is probable that the question has not yet been brought to a conclusion. 
A much larger area of land was alienated by the Dominion within the boundaries of 
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In 1930 legislation was passed at Ottawa implementing the 
recommendations of the Turgeon Commission and the agree- 
ments made with Saskatchewan and Alberta. Discussion in the 
House of Commons was brief and in the nature of an anti-climax. 
The old questions which had been talked and fought over for 
years were not even raised. This was surprising. Shortly before 
parliament met the Edmonton Bulletin had editorially declared: 

There will be pretty general agreement that these terms are as good as the 
province [Alberta] could in any reason ask for or expect to get..... If the 
bargain as it stands goes through Parliament without a formidable protest 
from the members representing the older provinces, that will be a new de- 
parture in reference to the subject.” 

The expectation of a “formidable protest” was entirely legiti- 
mate; and that it did not materialize is a matter for regret. If the 
absence of criticism had indicated the unanimous belief that the 
terms were neither more nor less than just, the silence would have 
been excusable. But this was not the case. There was a con- 
spiracy of silence simply because of the impending federal elec- 
tion. 

Although the federal government, by the legislation of 1930, 
had made concessions all along the line, it was not wholly without 
solace. One cannot, indeed, believe with Mr. King that his gov- 
ernment had “reinforced the foundations of confederation by an 
equitable readjustment of the financial relations between the 
Dominion and the provinces” ;’ at best a protracted and danger- 
ous agitation had been checked. But it is true that by 1930 the 
chief purposes for which the Dominion held the domain had been 
achieved. Further settlement and exploitation of the natural re- 
sources of the west can, perhaps, be handled satisfactorily by the 
provincial governments themselves. If this is so, then the Do- 
minion, by giving over the domain, gave over tasks which would, 
in the future even more than in the past, have cost it a large ex- 


Saskatchewan and Alberta than within Manitoba—as grants to railways, three and 
a half and four and a half times as much; and the circumstance that Manitoba hap- 
pened to be given provincial status in 1870, while Saskatchewan and Alberta did not 
receive it until 1905, will not seem conclusive against dating the claims of the latter 
provinces from 1870. 

# December 17, 1929. 47 C.D., 1930, p. 11. 
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penditure.* On the other hand, the provincial governments of 
Manitoba, Saskatchewan, and Alberta may find their natural re- 
sources a costly asset; and already there has been talk which 
indicates that the prairie provinces, having gotten what they 
asked for, now wish they had not taken it.” 

The history of the natural-resources question is largely a history 
of unedifying and intricate political legerdemain. A heterogene- 
ous set of provincial grievances was built up, and every concession 
made to the provincial governments provided them with a prec- 
edent for new claims. Agitation of this sort feeds upon success, 
and it uses whatever instruments come to hand to achieve its 
purposes. The blessed word “equality,” which was really an 
euphemism for “better terms,” was repeated sufficiently often 
until the people of the prairie provinces were led to believe that 
federal policy about the natural resources was unjust. When this 
conviction was established the opportunity for reasonable con- 
sideration had passed. What was then needed was conciliation 
rather than investigation. This may expiain, as well as excuse, 
the recommendations of the Turgeon Commission. 


J. A. MAXWELL 
CLARK UNIVERSITY 


# From 1872 to 1927 (inclusive) the federal government spent for the administra- 
tion of its domain in Manitoba $15,184,600 and it received as revenue $9,294,000; 
from 1905 to 1927 (inclusive) it spent $20,270,500 in Saskatchewan and received 
$23,055,500; and during the same period it spent $39,305,700 in Alberta and re- 
ceived $29,664,600. These figures, taken from the files of the Turgeon Commission, 
include no expenditure for such a purpose as immigration. 


# See Saskatchewan S.P., 1931, speech by Mr. Gardiner, January 12, 1931. 














WORKMEN’S COMPENSATION AND THE RAIL- 
ROADS: A HESITATING REVOLUTION 


EGISLATION of the type generally known as workmen’s 
| compensation laws was enacted in eleven states in 1911. 
Tentative and ineffectual statutes looking toward the 
same end—i.e., the substitution of a remedy for the effects of in- 
dustrial injuries based on the employment status, instead of the 
mere grant of a right to sue for injuries proximately caused by the 
employer’s negligence—had been enacted previously in a few 
states; but the year 1911 marks the beginning of effective legis- 
lation of an accepted standard, so framed as to withstand the judi- 
cial tests to which it was most vigorously subjected. Antecedent 
legislative effort had been protracted and opposition was persist- 
ent; but with the turn of the tide, progress was rapid, and within 
five years from the date named thirty-one states had workmen’s 
compensation laws, while by the end of the first decade all but 
six states of the Union had fallen into line. 

The first enactment in the field in the continental area of the 
United States was by Congress in 1908, when a very modest be- 
ginning was made, providing for the continued payment of wages 
or salary to certain classes of civilian employees of the United 
States in case of injury, or to their dependants if the injury was 
fatal, the benefit to continue not more than one year. At the 
present time but four states are without compensation laws, 
while Congress has enacted an adequate law for federal civilian 
employees generaily, laws for public and private employments in 
the District of Columbia, and one covering certain maritime 
workers subject exclusively to federal jurisdiction. 

The last-noted statute, the Longshoremen’s and Harbor Work- 
ers’ Compensation Act of 1927, at one legislative stage included 
crews of vessels as well as the localized workers, but these were 
finally left out at the instance of the Seamen’s Union as represent- 
ed by its legislative agents and officers. Something of a parallel 
may be found in the situation relative to the employees of inter- 
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state railways, who are as yet without a compensation act—the 
most important body of workers in the United States so situated 
—likewise subject to federal control, and standing as they are 
mainly if not altogether because of the attitude of some of the 
railway unions or brotherhoods toward the subject. 

However, officials of some of these groups were party, with 
others interested in the subject, to securing the appointment 
through Joint Resolution by Congress in 1910, of an “Employers’ 
Liability and Workmen’s Compensation Commission” to study 
and report upon a bill for interstate railroad employees. This 
Commission made extensive investigations, voluminous reports, 
and a unanimous recommendation of a bill to provide compensa- 
tion within the field of the power of Congress to act; as to which 
bill President Taft, in his letter of transmission accompanying the 
report and bill, said: “I sincerely hope that this act will pass’’; 
despite all this impressive accouchement, the infant “died a-born- 
ing.” After it had passed both Senate and House, amendments 
made by the latter body gave opportunity to its enemies to kill 
the bill in the Senate in the closing hours of the Sixty-second 
Congress; and though various bills were introduced in the follow- 
ing years, no serious congressional attention was given the subject 
until the introduction in the last Congress of a bill for an “Inter- 
state Workmen’s Compensation Act,” by Senator Wagner of New 
York. 

The question naturally arises, “What is the cause of such delay, 
and what the point or points in issue? Why do Arkansas, Florida, 
Mississippi, and South Carolina remain outside the compensation 
fold? and why did the electorate of Missouri twice reject a com- 
pensation act by referendum? why were the voters of Arizona 
asked in 1932 to repudiate their compensation statute of twenty 
years standing? and why should a bill be introduced in the 1933 
session of the North Carolina legislature to repeal its act of 1929?” 
The final approval of the Missouri law came in 1925, after fifteen 
years of expressed interest in such a measure, and by a majority 
in excess of 300,000; but even then, an attempt at repeal was made 
in 1929. The voters of Arizona upheld their law by a ratio of more 
than three to one; and the North Carolina repeal measure died in 
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committee. The record still stands, therefore, that no state or 
country having once adopted the compensation principle has re- 
turned to wallow in the mire of a liability system. 

Why the railroad measure of 1910-12 perished at the gateway, 
and why the long-continued apathy on the subject in certain cir- 
cles may as well be considered along with the array of queries as 
to state action left unanswered above; and while a variety of fac- 
tors of varying influence operated in different situations, the doubt- 
ful honor of pre-eminence in obstructive effectiveness seems in- 
disputably to belong to the group in an honorable profession that 
is unflatteringly designated as “the damage suit lawyer,” or even 
more slightingly, ‘the ambulance chaser.”’ 

It was this latter term that the late Chief Justice Taft used in 
an address to a group of lawyers in 1929, with vivid memories of 
his disappointment in 1912 in regard to the railway employees’ 
compensation bill then before Congress. Speaking of the need of 
a law in this field and the failure to enact it at that time, “because 
of the spirit that actuated some of its opponents,” he said: “Now 
far be it from me to say that the Federal Bar has any ambulance 
chasers, but I think I would investigate, and if there are none, 
find it out.”’ As to the spirit that actuated some of its opponents, 
it is of record that a senator, appropriately enough from Arkansas, 
boasted that he had prosecuted many personal injury cases. 
“T have made the railroad companies twist and squirm. ... . 
That is all the kind of business I do, outside of attending the 
Senate.” 

As to the causes of delay in the states, the local press supports 
the record otherwise disclosed to the effect that a fraction of the 
employers and an occasional insurance company has aided to this 
end; but that the principal obstructive réle was played by 
“shyster, ambulance-chasing lawyers, who exist on damage suits,” 
while an effort for repeal was said to be sponsored by “lawyers 
whose business is injured by present methods.” Fortunately the 
profession at large is clear of any such charges, many of its mem- 
bers having given valuable aid in drafting proper legislation and 
securing its enactment and correct application. However, those 
who have followed the history of the efforts to obtain a compen- 
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sation law for railroad employees know that some of the influen- 
tial organizations of transportation workers have been hostile, 
while others have not; and the question easily arises as to any 
possible connection between such facts and the conditions above 
noted. On this point it is possible to “speak by the book,”’ since 
one of their own class, fully informed and in a position of author- 
ity, said in a public address in the year 1919 that the bill of r910- 
12 was defeated because “the opposition, inspired wholly by liabil- 
ity lawyers, prejudiced the minds of the men” by a distorted 
presentation of the elements of the bill. 

Such lawyers are members of some of the brotherhoods; having 
been at one time actual workers and afterward taken up the law 
as a profession, they have retained their membership as a vantage 
ground in the matter of clientéle, receiving early reports of injuries 
through members still active, and thus securing both sentimental 
and practical advantage over other attorneys. They are also ac- 
tive in attending the conventions and in shaping the policies ap- 
proved therein, all of which would seem sufficiently to explain the 
statement of the speaker quoted above, where he said: “This 
bill deserved a great deal more consideration than it ever received 
from railway employees, who accepted the statements of the op- 
position as true, and did not consider the merits of the proposed 
measure.”’ Not all the brotherhoods permit such retention of 
membership by non-active or retired workers, nor are all opposed 
to compensation legislation. In fact, vigorous support for the 
idea has come from such sources from time to time, and early last 
year steps were taken by representatives of interested employers 
and unions looking to the enactment of an appropriate law; while 
the International Brotherhood of Railway and Steamship Clerks, 
with a claimed membership of 175,000, at its 1932 convention 
voted approval of such legislation. 

Little space need be given after so many years of beneficial 
experience to a consideration of the superiority of the new system 
over the old. The plea that larger individual recoveries are ob- 
tainable in a damage suit than by a compensation award is 
counterbalanced by the fact that the aggregate relief under the 
latter far exceeds that under the former, since in only a fraction of 
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the injury cases is the negligence of the employer a demonstrable 
factor. When the Congressional Committee of 1910 made its re- 
port, it pointed out that, while the railroads were spending some 
$12,000,000 annually on account of personal injuries and deaths, 
less than $5,000,000 ever reached the injured man or his depend- 
ents. In but 20 to 30 per cent of the cases was there any recovery, 
and where obtained, from 35 to 50 per cent represented the plain- 
tiff’s share. 

The bill then under consideration was considerably less liberal 
than the Wagner proposal. Even so, the president of one of the 
important brotherhoods said of it that “I believe it will benefit the 
conditions of the railroad men fifty per cent’’; to which the chair- 
man of the committee, Senator (now Justice) Sutherland rejoined, 
“Tt will do better than that.” But however convinced those who 
had studied the measure most carefully may have been, the rank 
and file had not yet gained confidence in the superior advantages 
of compensation. They had secured, after long and strenuous ef- 
fort, a greatly improved liability statute, and the idea of casting 
it aside without experiencing the fruits of victory did not appeal. 
“Our people don’t know about this compensation idea and are 
afraid of it,” said one of their legislative representatives in a per- 
sonal conversation; “what we want is a good stiff liability law.” 

It is fair to assume that after a score of years of widespread 
operation, a pretty definite knowledge of “this compensation 
idea” has banished the fear due to ignorance; but there has not 
been enough publicity given to such demonstrations as are em- 
bodied in a statement of the Industrial Accident Board of Massa- 
chusetts a few years ago to the effect that, in 52 fatal cases not 
covered by the compensation law, recoveries amounted to but 
38.7 per cent of what would have been in order if protected, such 
statements being made not merely once or in selected cases, but 
repeatedly and generally. The time would seem to be propitious, 
therefore, for a consideration of what should be attempted in the 
way of provision for the railroad worker, who occupies a confused 
and confusing position in the United States that seems to have 
no parallel elsewhere. 

Speaking generally, any train is at any given moment within the 
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boundaries of some state and subject in regard to certain condi- 
tions of its environment to the effect of state laws. Indeed, prioi 
to the enactment of the first employers’ liability law (1906), the 
states had complete freedom in legislating with reference to the 
liability of railroad companies to injured employees; and when a 
movement was made to secure a uniform federal law, one con- 
gressman based his opposition on the ground “that all these ques- 
tions are being worked out in the various states and by various 
statutes—that the best statute will prove its right to remain, and 
that the worst will be amended so as to be like the best.’’ But the 
Constitution has given Congress power to regulate “commerce 
among the states’’; and if a train has entered a state from another, 
or will pass beyond its boundaries, or if it operates entirely within 
state boundaries but is moving a single car or carrying a single 
consignment that is destined for extrastate delivery, or had extra- 
state origin, it is subject to federal control. Apparently the rail- 
road workers did not share the hopefulness of the member of 
Congress quoted above, for they sought diligently for a score of 
years to end by a single enactment the existing confusion and 
conflict between state laws, under a half-dozen of which a train 
crew might conceivably come while at work for the same employer. 

Three principal classes of agents or instrumentalities are em- 
ployed in transportation: the fixed equipment, as tracks, yards, 
bridges and signal systems; rolling stock, as engines and cars of 
different types and uses; and the workmen. These last are em- 
ployed in the operation of trains and engines in all classes of serv- 
ice and in preparing and servicing them, the same men using the 
same kinds of material drawn from the same sources of supply, 
not previously allocated or earmarked for any specific use—local, 
interstate, or intrastate; in repairing cars and engines used in both 
principal classes of traffic; in the maintenance of ways and fixed 
equipment; in new construction of both ways and equipment; 
and in a long list of accessory activities that may affect now one 
class of service and now another. 

But can Congress legislate with equal breadth of inclusiveness? 
The first Federal Employers’ Liability Act (1906) was drawn with 
the avowed purpose of covering the activities of interstate em- 
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ployers, whether the particular act involved in any case was in 
interstate commerce or not. “Every common carrier engaged in 
trade or commerce”’ (interstate, etc.) was to be “liable to any of 
its employees . . . . for all damages which may result from negli- 
gence,” etc. This language was said by five of the nine justices on 
the Supreme Court Bench in 1908 to be too broad in its inclusive- 
ness, embracing persons who, while employees of interstate car- 
riers, were not themselves engaged in such commerce. The dis- 
senting quartet agreed that Congress could regulate only inter- 
state commerce, but maintained that the law was capable of a 
construction as to “scope and interpretation” that would leave it 
operative." 

The majority seemed to feel that they were performing a pain- 
ful but necessary duty in pronouncing the death sentence, and 
went to considerable lengths in pointing out the lines of proce- 
dure for such legislation as they felt they could approve. Whether 
they were themselves overcareful, or whether the draftsmen of the 
new measure enacted the same year (1908) were cautious to ex- 
cess, the act was limited to common carriers “by railroad, while 
engaging in commerce’”’ (interstate, etc.), making them “liable in 
damages to any person suffering injury while he is employed by 
such carrier in such commerce.”’ Like its predecessor, this act was 
brought to the Supreme Court on questions of constitutionality, 
but seems to have received not only indorsement for what it 
embraced but also suggestions for greater liberality. The power of 
Congress to regulate commerce among the states “may be exerted 
to its utmost extent over every part of such commerce,” and it 
“extends incidentally to every instrumentality or agent by 
which such commerce is carried on, . . . . but of course it does not 
extend to any matter or thing which does not have a real or 
substantial relation to some part of such commerce.” It was also 
declared to be a mistake to look “‘to the source of the injury rather 
than its effect on interstate commerce as the criterion of Congres- 
sional power.’” 

These sentences have a sort of prophetic range, suggestive of 


* Employers’ Liability Cases (Howard v. I.C.R.Co., etc.) (1908), 207 U.S. 463, 
28 Sup. Ct. 141. 

2 Second Employers’ Liability Cases (Mondou v. R.Co., etc.) (1912), 223 U.S. 1, 
32 Sup. Ct. 169. 
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Moses on Pisgah, looking over the !and which his people were so 
soon to enter. When Ironworker Pedersen was sent by his foreman 
to fetch a sack of rivets for use in replacing an old girder on a bridge 
in use in interstate and intrastate commerce, even the facts that 
they were laying an additional track on the bridge at the time and 
that the train that caused his injury was strictly intrastate did not 
bar his inclusion under the federal act, the courts below to the 
contrary notwithstanding. The necessity of keeping the bridge in 
repair as an instrumentality of interstate commerce gave quality 
to the work and to the agent performing it.’ And when Fireman 
Behrens was killed while, shuttling in and out on a switch-engine, 
handling “interstate and intrastate traffic indiscriminately, fre- 
quently moving both at once and at times turning directly from 
one to the other,” the Court said of his work: 

Considering the status of the railroad as a highway for both interstate and 
intrastate commerce, the interdependence of the two classes of traffic in 
point of movement and safety, the practical difficulty in separating or divid- 
ing the general work of the switching crew, and the nature and extent of the 
power confided to Congress by the commerce clause of the Constitution, we 
entertain no doubt that the liability of the carrier for injuries suffered by a 
member of the crew in the course of its general work was subject to regula- 
tion by Congress, whether the particular service being performed at the time 
of the injury, isolatedly considered, was in interstate or intrastate commerce.‘ 


Having thus elaborated the point that Congress had the power 
to act broadly enough to cover the case of this member of the 
switching crew in his “general work,” the Court found that the 
fact that at the moment of his fatal accident no interstate matter 
was being handled excluded him from the coverage of a law limit- 
ed to employees injured “while engaged” in interstate commerce. 
However, the Court refused to consider details of employment in 
the case of a crossing watchman, where the passage of both classes 
of traffic was involved. “The service of a flagman concerns the 
safety of both commerces, and to separate his duties by moments 
of time or particular incidents of its exertion would be to destroy 
its unity and commit it to confusing controversies.’’s 


3 Pedersen v. R. Co. (1913), 229 U.S. 146, 33 Sup. Ct. 648. 

4 Illinois Central R. Co. v. Behrens (1914), 233 U.S. 473, 34 Sup. Ct. 646. 

5 Philadalphia & Reading R. Co. v. Di Donato (1921), 256 U.S. 327, 41 Sup. Ct. 
516. 
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It was further pointed out that the employment of the watch- 
man related not simply to “the prevention of a disaster to a 
particular train. It has purpose as well to the condition of the 
tracks and their preservation from disorder and obstructions”’; 
and while this and other cases indicate a clear recognition of an 
unchanging quality of tracks, etc., no clear test as to moving 
equipment has been formulated. In a case in which a state court 
had assumed jurisdiction under a state law, although interstate 
commodities were on board the train, it was suggested that where 
there was a commingling of “both commerces,” to use Justice 
McKenna’s words, the presumption would be that the intrastate 
quality prevailed. The Supreme Court rejected this proposal, 
saying: “The presumption indeed might be the other way. It is 
to be remembered that it is the declaration of the cases that if 
there is an element of interstate commerce or employment, it 
determines the remedy of the employee.’”® 

This in 1921. In 1917 the Court had held an engine not to be 
interstate while out of service for three or four days for repair 
during which Machinist Winters sustained injuries. The engine 
“was not interrupted in an interstate haul to be repaired and go 
on. It simply had finished some interstate business and had not 
begun upon any other.” It is evident that here the presumption 
ran against the interstate quality, though the last use was inter- 
state, and the next might have been. “This is not like the matter 
of repairs upon a road permanently devoted to commerce among 
the states. An engine, as such, is not permanently devoted to any 
kind of traffic’’;? and since “‘at the moment it was not engaged in 
either,” its interstate quality necessarily failed—and, appar- 
ently, its intrastate quality also. For to say, as was said here, 
that “its character as an instrument of commerce depends on its 
employment at the time,” is to rule it out of consideration al- 
together as an instrument of commerce. 

Yet, that a locomotive may still be regarded as in interstate 
commerce while undergoing repairs is admitted in a later case. 

The tracks, bridges and roadbed and equipment in actual use, may be 
said to have definite character and give it to those employed upon them. 

6 Philadelphia & Reading R. Co. v. Polk (1921), 256 U.S. 332, 41 Sup. Ct. 518. 

7 Minneapolis & St. L. R. Co. v. Winters (1917), 242 U.S. 358, 37 Sup. Ct. 170. 
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But equipment out of use, withdrawn for repairs, may or may not partake of 
that character, according to circumstances, and among the circumstances is 
the time taken for repairs—the duration of the withdrawal from use.’ 


In the case under consideration, an engine used in interstate 
commerce was for ten weeks so withdrawn, returning thereto at 
the end of the period. By the end of the six weeks—with no sug- 
gestion as to how much sooner—that intervened between the 
withdrawal and the receipt of an injury by a repairman, whatever 
interstate aura the engine had possessed on entrance had become 
dissipated, leaving it in a state of vague ineffectiveness, to be 
revived only when the proper authority by the magic of word to 
“make ready” for an interstate trip should restore its spirit. 
Then, standing in the same shop or roundhouse, the hostler firing 
and servicing the cold, inert body of nondescript machinery, so 
characterless a moment before, becomes an interstate worker, 
“engaged in interstate transportation or work so closely related 
thereto as to be practically a part of it ”’—as the standardized 
phrase has it. In other words, a machinist at ten o’clock might 
put the finishing repair on his employer’s locomotive, working 
under a local law; and the hostler at eleven opens the door or turns 
the cock that his fellow-employee has just put in order, but is 
under another law if interstate service is proposed. 

In the case last noted, Justice McKenna, canny Scotsman, 
says: “We refrain from a review of the cases. They pronounce a 
test and illustrate it.” When “besought to declare a standard in- 
variable by circumstances or free from confusion by them in ap- 
plication,” he says: “If that were ever possible, it is not so now.” 
Since our highest court has found itself unable so to construe 
existing law as to put employers and workmen on clear notice as 
to their rights and obligations, is it not now incumbent on Con- 
gress to offer them if possible a more workable instrument and a 
clearer rule? 

As to the matter of the gradual disappearance of the interstate 
quality of the engine undergoing repairs, it is suggested that 
as the courts can offer no point when it becomes incommunicable 
to the workman engaged thereon, Congress might declare that an 


8 Industrial Accident Com. v. Davis (or Payne) (1922), 259 U.S. 182, 42 Sup. Ct. 
489. 
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initial state should persist until the causative element was newly 
applied; in other words, if interstate on entrance, it should be 
interstate until the contrary is shown. An analogy may be found 
in the maritime law, where the rule has been consistently fol- 
lowed, that a vessel once attaining its status is regarded as such 
so long as its identity is preserved ;? and this is maintained through 
most extensive repairs.” 

While the Supreme Court has definitely indicated that the act 
of 1908-10 could lawfully have been more inclusive, it has itself 
subjected it to further limitation by a form of “judicial legisla- 
tion” in choosing as a test “engaged in interstate transportation,” 
as its construction of the words of the act where it speaks of “en- 
gaging in [interstate] commerce.’’" “The two words are not re- 
garded as interchangeable, but as conveying different meanings. 
Commerce covers the whole field of which transportation is only 
a part; and the words of narrower signification were chosen under- 
standingly and deliberately as the appropriate term.’” 

But Congress can regulate “commerce,” and that is the term 
used in the law; and this court has declared that “commerce 
among the states is not confined to transportation, but compre- 
hends all commercial intercourse between the states, and all com- 
ponent parts of that intercourse,’’—which is the same broad pro- 
nouncement as that made in 1912, when the constitutionality of 
the act of 1908-10 was before it. Granting the position of the Court 
that “the business of a railroad is not to carry on commerce gen- 
eraily; it is engaged in the transportation of persons and things in 
commerce,” there remains the principle that the field includes, 
‘incidentally, every instrumentality or agent by which such com- 
merce is carried on”; and the extent to which that idea has been 
applied in certain directions may suggest added possibilities as to 
liability or compensation legislation. 

Cars and locomotives on railroads used as highways for inter- 


9 Tucker v. Alexandroff (1902), 183 U.S. 424, 22 Sup. Ct. 195. 

%” New Bedford Dry Dock Co. v. Purdy (1922), 258 U.S. 96, 42 Sup. Ct. 242. 
™ Shanks v. R. Co. (1916), 239 U.S. 556, 36 Sup. Ct. 188. 

™ Chicago & N.W. R. Co. v. Bolle (1931), 284 U.S. 74, 52 Sup. Ct. 59. 
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state commerce must carry prescribed equipment, whether they 
are in interstate or intrastate use. 

Cars are seldom set apart for exclusive use in moving either class of 
traffic, but are renerally used interchangeably in moving both; and the situa- 
tion is much tic same with trainmen, switchmen, and like employees, for 
they usually, if not necessarily, have to do with both classes of traffic. Be- 
sides, the several trains on the same railroad are not independent, for what- 
ever brings delay or disaster to one or results in disabling one of its opera- 
tives, is calculated to impede the progress and imperil the safety of other 
trains.* 

The foregoing observations, as in the Behrens case referred to 
above, relate to “railroads which are highways of both interstate 
and intrastate commerce;” and in a case later than either of these, 
relating to prescribed safety appliances, the Court said that to 
exclude persons injured in intrastate commerce “from the bene- 
fits of a remedial action provided for persons similarly injured in 
interstate commerce” would be making “a discrimination not re- 
quired by anything in the Constitution.’ 

From prescribed equipment to prescribed maintenance is a natu- 
ral step; and so the law provides that no carrier (“railroad subject 
to the interstate commerce act”) may “use or permit to be used on 
its line any locomotive” unless it and “its boiler, tender and all 
parts and appurtenances are in proper condition and safe to 
operate,” to assure which they must be “inspected from time to 
time in accordance with the provisions of this act.” Such legis- 
lation is obviously an exercise of the power of Congress to regu- 
late commerce; and, while it does not in the narrow sense relate 
to transportation or haulage, it fixes an absolute condition pre- 
cedent to such act, and therefore is most intimately related there- 
to. A fault found by inspection would entail repair, the two acts 
being inseparable parts of the process of securing “proper condi- 
tion.” 

The proper condition of cars is no less essential to the main- 
tenance of a clear highway and safe operation thereon, and it 
would seem more logical to class all elements of inspection and 
repair as of like nature and under one jurisdiction than to under- 
3 Southern R. Co. v. United States (1911), 222 U.S. 20, 32 Sup. Ct. 2. 

“4 Texas & Pacific R. Co. v. Rigsby (1916), 241 U.S. 33, 36 Sup. Ct. 482. 
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take a sifting and distribution under conditions confessedly im- 
possible of clear and uniform distinction. 

Basing conclusions, then, on what Congress has already done 
and the Supreme Court has already decided, it would seem feasi- 
ble to declare all inspection and maintenance of rolling stock a fac- 
tor of commerce, the two principal classes being so intimately and 
inseparably blended and commingled, both as regards equipment 
and the persons employed thereon, as to support inclusive legis- 
lation covering the whole field, just as is done with reference to 
tracks, bridges, etc. The same rule as to new construction would 
be applicable in the one case as the other, subject matter not yet 
brought into use being excluded; just as the construction of a 
new vessel is within the purview of local laws, but once commis- 
sioned or enrolled it becomes a subject of maritime law. 

The same proposal as to the operators of trains is clearly sup- 
ported by the pronouncement as to “trainmen, switchmen, and 
like employees,”’ who “usually, if not necessarily, have to do with 
both classes of traffic’; and that one class of employees should be 
under one rule as to rights of recovery, while the other is under 
another, seems equally unnecessary with rights as to safety, as to 
which we are told discrimination is “certainly not required by the 
Constitution.” 

The need of a continuing and competent force of men in charge 
of local stations—station masters, freight handlers, yard clerks, 
men servicing cars and trains with ice, fuel, water, etc., watchmen 
and all concerned in the safe and uninterrupted movement of 
“both commerces’’—certainly makes them factors in commerce, 
appropriately subject to an act whose purview is such persons as 
are employed in interstate and foreign commerce. 

The desirability of action by Congress of as inclusive nature as 
is constitutionally possible is further indicated by the variety of 
provisions of the compensation laws of the various states, some of 
which exclude all employees of common carriers by railroad, 
while others use different expressions as to inclusions and exclu- 
sions, impossible for a layman to understand without court inter- 
pretation, still others adopting as their bounds the uncertain and 
confessedly undeterminable limits of federal legislation, which is 

















“both paramount and exclusive” if found applicable, but whose 
applicability is constantly a question. The situation was set 
forth by Mr. Justice VanDevanter in the following words in a 
case in which the exact matter of jurisdictional boundaries was 
under consideration; a judgment of the highest court of the state 
of New York being reversed: 


Whether and in what circumstances railroad companies engaging in inter- 
state commerce shall be required to compensate their employees for injuries 
sustained therein are matters in which the Nation as a whole is interested, and 
there are weighty considerations why the controlling law should be uniform 
and not change at every state line.’s 


Are there not equally weighty reasons why such a law should 
be inclusive enough to give an individual workman a definite and 
uniform status throughout his day, and provide for all classes a 
reasonably clear and intelligible rule as to the law governing them, 
and so put an end, so far as possible, to the present mystifying and 


confessedly insoluble uncertainty? 
LinpLey D. CLARK 
SANDY SPRING, MARYLAND 


APPENDIX 


[The following is submitted as a tentative proposal for legislative definition as 
regards the employees of railroad common carriers to be covered by the compensation 
act under consideration. It is of course purely a personal suggestion, and does not 
tas up common carriers by motor vehicles or aircraft, though the bill is intended 
t’ vbrace both. In a bill carrying the now customary provision as to separability 
0. <~ 3found unconstitutional, there is room for a somewhat bolder approach than 
if the v .ole act were jeopardized by too extensive inclusions.—L. D. C.] 


The term “employee” means all persons engaged in the transportation of 
persons, goods, materials, and things in interstate or foreign commerce, or in 
work so closely related thereto as to be practically a part of such commerce, 
but not including a master or member of the crew of any vessel; and, without 
excluding others, shall be held to include: 

a) Employees engaged in the maintenance and repair of ways, including 
bridges, trackage, yards, switches, terminals, stations, roundhouses, turn- 
tables, and telegraph, telephone, and signal systems and other means of com- 
munication used in or in connection with the operation of trains in interstate 
or foreign commerce; 

6) Employees engaged in the use, handling, preparation for use, main- 


*S New York Central R. Co. v. Winfield (1917), 244 U.S. 147, 37 Sup. Ct. 546. 
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tenance and repair of engines, cars, and other material and equipment cus- 
tomarily used in or in connection with interstate or foreign commerce, 
whether or not such equipment or material was, at the time of the employee’s 
injury in use in such commerce; equipment withdrawn from interstate or 
foreign commerce for repair or alteration shall be held to retain its character 
and quality as an instrumentality of interstate or foreign commerce until and 
unless definitely designated and assigned to another use; 

c) Employees employed in intrastate commerce at the time of their injury 
whose general work and employment have to do with the handling or trans- 
portation of goods and passengers in interstate or foreign commerce; 

d) Employees engaged in intrastate commerce injured by reason of de- 
fects in safety appliances prescribed by act of Congress or in accordance with 
such act by the proper authority, or by reason of the violation by the em- 
ployer of any safety law, rule, or regulation prescribed by or in accordance 
with such act. 


L. D. C. 








GRESHAM’S LAW AND THE CHILEAN PESO 


ISTORICAL illustrations of the operation of Gresham’s 
Law can be found in the experience of almost every 


country. It is doubtful, however, whether in monetary 
annals there is a more unusual example of its workings than is 
offered in Chile, where recently, for the seventh time in a little 
over half a century the silver coin of one peso has been driven to 
the melting pot by the depreciation in the gold value of the Chil- 
ean currency. 

In 1851 Chile transferred the old Spanish colonial monetary 
system which, with but minor modifications, it had taken over 
when the country won its independence several decades earlier, to 
a decimal basis. The legislation of 1851 continued legal bimetal- 
lism at the existing mint ratio of 16.39:1.' As the market ratio 
in Europe at this time was about 15.4:1, this mint ratio over- 
valued gold. The country was on a de facto gold standard, with a 
peso worth 45d. The undervalued silver was driven out of circula- 
tion to seek the more favorable bullion market. 

Under this de facto gold standard the country suffered from a 
serious shortage of fractional silver coins. The monetary law of 
18607 partially solved this problem by providing for the coinage 
of fiduciary fractional silver on government account, but still re- 
tained free coinage of the full weight silver peso—the peso fuerte— 
containing 25 grams of silver, nine-tenths fine. By 1874 the 
change in the market ratio of gold and silver to above 16.50:1 
made it profitable to bring silver to the mint and to export gold. 

This de facto silver standard lasted only four years. In June, 
1878, a critical banking situation, resulting in part from the tying 
up of bank assets in loans to government, led the government to 
authorize a temporary suspension of specie payments by the 
banks. The bank notes for several months went to only a very 
small discount, but before the date set for resumption war broke 


* Ricardo Anguita, Leyes Promulgadas en Chile (Santiago, 1912), I, 527, 528. 
* Anguita, IT, 89, go. 
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out with Peru and Bolivia, and the government issued paper 
money directly. Until 1895 Chile remained on an inconvertible 
paper standard, and the bullion value of the silver peso through- 
out this period was much higher than the value of the paper peso 
on the foreign exchanges.* But the good silver peso was not com- 


CHART I 


Lonpon EXCHANGE RATE AND BULLION VALUE OF CHILEAN 
SILVER PEso, 1870-1932* 
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pletely driven from monetary use in the way that a literal and un- 
critical application of the dictum that “bad money drives out 
good” might lead one to expect. Export duties were payable 
either in silver, or in paper with a surcharge varying with the 
sterling quotation of the paper peso.’ The surcharge, according to 
law, was fixed on the assumption that the silver peso had a gold 
value of 38d., and when the depreciation of silver resulted in the 
fall of the bullion value of the silver peso below 38d., it became 


3 Anguita, II, 471, 472. 4 See chart I. 5 Anguita, ITI, 494. 
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cheaper to pay in silver than in paper.® Hence there was a con- 
siderable use of silver pesos in the payment of export duties. 

In 1895 Chile established a legal gold standard, with a peso 
equivalent to 18d., and retired from circulation the government 
paper money. In contrast with the situation under the de facto 
gold standard before 1874, the one-peso silver coin, considerably 
reduced in weight and fineness from the standard of the old peso 
fuerte, was now fiduciary, and minted only on government ac- 
count.’ 

Chile abandoned the gold standard in 1898, and again issued 
government paper money. Gold was driven from general circula- 
tion, and large amounts were exported. With the depreciation 
of the paper peso the silver peso was worth more as bullion than 
as money. It was soon driven to the melting pot, and was re- 
placed in 1902 by a peso of reduced silver content provided for in 
legislation of 1901.* This new silver peso in turn passed from cir- 
culation when further issues of paper money caused a sharp de- 
preciation of Chilean exchange after 1904. It was not until 1976 
that gold payments were resumed in Chile, and during this period, 
with the exception of the years of the World War, the trend of the 


gold value of the paper peso was downward. The one-peso coins 
of 1910° and 1914,” although their fine silver contents were greatly 
reduced, likewise met the traditional fate of good money. The 
peso of 1919," with a fine silver content of 4.5 grams—but one- 
fifth that of the original peso fuerte, and less than one-third that 
of the silver peso of 1895—had a sufficient margin of safety to 
protect it from the melting pot for 13 years. 


6 This situation was changed by the legislation of December 31, 1888, making 
export duties paid in silver also subject to a surcharge when the bullion value of the 
silver peso was below 38d. (Anguita, III, 92). The Superintendent of Customs in 
his 1889 report spoke approvingly of this change, saying that “‘it will prevent in the 
future such anomalies and the inequality in the amount of the tax of which those 
who were able to pay in silver took advantage” (Memoria del Superintendente de 
Aduanas, p. 10, published as Appendix to Memoria del Ministro de Hacienda Presen- 
tada al Congreso Nacional en 1889 (Santiago, 1889)). 


7 Anguita, II, 331, 332. * Anguita, IV, 312. 
* Anguita, III, 538, 539. |  Anguita, V, 138, 139. 
™ Recopilacton de Leyes por Orden Numérico, (Santiago, 1921), IX, 153. 
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When Chile re-established the gold standard in 1926, with a 
peso equivalent to 6d, gold, the 1919 silver peso was retained as a 
fiduciary coin of the new monetary system. In connection with 
this reform a series of gold coins of the 6d. standard were minted. 
When contrasted with the 45d. peso gold coins minted under the 
law of 1851, and the 18d. peso gold coins issued after the monetary 
reform of 1895, these coins are striking visual evidence of the 
effect of currency depreciation upon the gold value of existing 
contracts. The issuance of new gold coins of smaller bullion con- 
tent after legal devaluation has occurred in other countries, but 
the circumstance of two devaluations, with new mintings in each 
case, giving three sets of gold coins within little more than half a 
century, is probably unique in modern monetary history. 

A combination of low prices for Chile’s leading exports, and un- 
balanced budgets, again started the peso on the downward path 
in 1931. In July of that year, although the fiction of the gold 
standard with a parity of 6d. gold was still maintained, free con- 
vertibility was abandoned and a system of rigid exchange con- 
trol was introduced.” The official quotation of the peso was main- 
tained at the old figure in terms of gold standard currencies, but as 
internal inflation continued and prices rose, an extensive market 
for exchange arose on the “‘black bourse”—a ubiquitous organiza- 
tion that came to function on almost every street corner and in 
every hotel lobby—where the peso came to be quoted below offi- 
cia] parity. By February, 1932, the street quotation had fallen to 
less than six cents, approximately the bullion value of the one- 
peso silver coin. The silver pesos began to disappear from 
circulation, and after the early months of 1932 few were to be 
seen." 

A so-called “socialistic ’ government, headed by Carlos Davila, 


™ Law No. 4973, July 30, 1931. 

3 In April, 1932, there was a partial recognition of the de facto exchange situation 
in a new monetary law which formally suspended convertibility of the peso, but 
provided for the continuance of rigid exchange control. (Law No. 5107, April 19, 
1932.) From April until the present (June, 1933) the official rate has been main- 
tained at 6.06 cents, still well above the “‘black bourse”’ rate, and the sterling quota- 
tion of the peso has been changed from time to time to correspond with changes in 
the New York-London exchange rate. 
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former ambassador to the United States, came into power in June, 
1932. During its brief career the Davila régime promulgated a 
monetary law™ providing for a new silver peso of 6 grams gross 
weight, and a fineness of .400. With the further course of inflation 
in Chile, the peso fell to less than two cents in August, and the 
“Davilitas,” as the new coins had been popularly called, went to 
join their six predecessors in the melting pot. The salient facts in 
regard to these seven coins are given in Table I. 

The shortage of small change has since been met by the issue 
of one- and two-peso notes by the Central Bank of Chile,’ and 











TABLE I 
ONE-PESO SILVER COINS OF CHILE 
Year of Law Gross Weight Decimal Net Weight 
Authorizing Coir (Grams) Fineness (Grams) 
ere ee ee 25 .goo 22.50 
ee 20 .835 16.70 
ere ee 20 . 700 14.00 
Bad ahsienwiawwnuiniath 12 .goo 10.80 
ee eee 9 .720 6.48 
Pa Vesncsseenacwade 9 . 500 4.50 
eS eer eT 6 - 400 2.40 














nickel coins of one peso have been authorized.” This apparently 
marks the end of the laboratory experiments on Gresham’s Law 
made possible by the one-peso silver coins of Chile. 

The situation of the gold peso between 1898 and 1926 throws an 
interesting sidelight on Gresham’s Law. Although driven from 
general circulation, gold continued to be used in the payment of 
customs duties, and to a limited extent in private business.’ Sorae 


4 Decree Law No. 104, June 25, 1932. 

*S The authorization to the Bank to issue these small notes was granted by De- 
cree Law No. 591 (Diario Oficial de la Republica de Chile, September 9, 1932 |Santi- 
ago,1932]). Previously the Bank had not been permitted to issue notes of less than 
five pesos. 

© Law No. 5146, Diario Oficial de la Republica de Chile, March 25, 1933 (Santi- 
ago, 1933). 

” The legislation of 1898 authorizing the issue of inconvertible paper money re- 
quired duties to be paid in gold or in pounds sterling (Anguita, III, 425, 426). Be- 
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customs duties were paid in gold either because the law required 
payment in this form, or because, with a surcharge imposed upon 
payments in paper, it was at times cheaper to make payment in 
gold. Following an amendment of the customs law in 1917," re- 
quiring the payment of an increased proportion of duties in gold, 
large quantities of gold were imported into Chile.” In the periods 
of large fluctuations in the gold value of the paper peso a con- 
siderable proportion of the business of the country came to be 
done in terms of gold.” Instead of the paper peso expelling the 
gold peso from all monetary use in Chile, gold at times actually 
encroached upon the field of circulation of the paper money.” 
Chile’s monetary experience of the last three-fourths of a cen- 
tury furnishes, in the fate of the seven one-peso silver coins, a 
striking series of illustrations of the operation of Gresham’s Law 
as that law is conventionally presented. With the depreciation of 
the standard money of the country, moneys whose bullion value 
was greater than their monetary value passed from monetary use, 
and were disposed of in more profitable fields, either by export or 
melting. Chilean experience also illustrates a limitation, fre- 
quently not recognized, on the dictum that “bad money drives 
out good.” Good money is driven out as a result of depreciation 
because in the local monetary field it is not received at a premium 


tween then and 1926 numerous changes were made in the provisions governing the 
manner in which duties were to be paid, but throughout this entire period the pay- 
ment of at least some part of the duties was either permitted, or required, in gold. 

% Anguita, V, 513. 

"9 Sindépsis Estadistica de la Repiblica de Chile, 1923 (Santiago, 1924), p. 62. 

» In 1907 the Banco de Chile, the largest bank in the country, had but slightly 
over 1 per cent of its total deposits in gold pesos; in 1911 it had over 12 per cent; in 
1918 over 20 per cent. (Banco de Chile. Resefia historica [Santiago, 1919], p. 50.) 
In rort, the first year in which paper and gold deposits are shown separately in the 
consolidated banking statistics, about 5 per cent of the total banking deposits of the 
country were in gold pesos; in 1914, 15 per cent; in 1918 over 25 percent. (Sinépsis 
Estadistica de la Republica de Chile, 1919 (Santiago, 1920], p. 124.) 

* In many other places, including Mexico, the Manchurian province of China, 
and a number of European countries in the post-war period, has occurred this same 
phenomenon of money of higher value driving out “bad” money of lower value, 
where it was possible to carry on business on a basis of a recognition of the higher 
value of the “good” money. 
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in terms of the depreciated bad money; whereas by sale in the 
bullion market or in a foreign monetary market such a premium 
can be obtained. However, if the good money is accepted at as 
large a premium in local monetary use as it is in these other uses, 
there is no profit motive to take it out of circulation; the decision 
as to whether the higher valued or lower valued money will be 
used is dictated by convenience, custom, or the feeling of the 
public as to the relative stability of the competing moneys. Be- 
tween 1898 and 1926 this was the situation of the Chilean gold 
peso. If the higher valued money is accepted in monetary use at 
a premium greater than is offered in the bullion market or the for- 
eign field, there is a definite profit motive to use it in preference to 
the lower valued money. In the 1880’s this was the situation of 
the Chilean silver peso with respect to the payment of export 
duties. 


FRANK WHITSON FETTER 
PRINCETON UNIVERSITY 
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Prices. By Grorce F. WARREN and FRANK PEARSON. New York: 

John Wiley & Sons, Inc., 1933. Pp. vi+386. $3.90. 

This is a series of sketches of various as)ects of the relationship be- 
tween money, prices, production, and distribution. Aside from some 
tentative forecasts and a rather full discussion of the social effects of 
price changes, the bulk of the material is historical. It includes outlines 
of the history of index numbers and of the history of prices in the 
United States since the early exynteenth century; also comparisons of 
changes in wholesale prices with changes in monetary gold stocks, in 
wages, in silver production, in taxes, and in the prices of farm lands and 
of city real estate. 

The style is so choppy us to make it difficult to summarize the au- 
thors’ positions; indeed in spots the volume reads more like a notebook 
than a treatise. The central doctrines, however, may be summarized 
as follows: First, there is a close relationship between the world-mone- 
tary gold supply and the price level, a relationship which has been dis- 
turbed since 1914 by changes in fiscal, monetary, and banking policy. 
Second, when generai prices are changing because of changing mone- 
tary conditions there appear wide discrepancies between the prices of 
different types of goods and services, with resulting disturbances of 
productive activity and shifts in the relative incomes of different 
classes. 

The discussion of the interrelations of gold supply, productive ac- 
tivity, and prices follows the lines of Cassel’s analysis. The dependence 
of prices on the monetary gold supply is deduced from data which show 
a parallelism between changes in the ratio of world-monetary gold 
stocks to world-physical volume of production on the one hand, and 
changes in wholesale prices on the other. For the period from 1839 to 
1914 this parallelism is very close (though conclusions are necessarily 
based, for the ev rlier years, ur extremely scanty data). For the period 
since 1914, however, no such ~ieUonse—p appears. The authors’ ex- 
planation of tle change is that during the war and post-~ar periods the 
monetary policies pursued by governments 2nd central banks have 
shifted tue weight in the deterinination of prices from gold supply to 
gold demand. 
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It is unquestionably true that during the last twenty years the actual 
supply of circulating credit and money has been increasingly disso- 
ciated from the gold stock. It hardly seems a legitimate methodology, 
however, to ignore this “demand” factor during the earlier period when 
the correlation between gold supply and prices is high, and then invoke 
it for the later years when the correlation breaks down. The earlier 
period includes the era of transition of most of the civilized world from 
a bimetallic or a silver standard to gold, a demand factor which is cer- 
tainly comparable in importance with the rise of central banking. It 
appears not unlikely that allowance for the demand factor would im- 
pair the cogency of the statistical argument for the earlier period as 
effectively as it salvages it for the later period. 

The reviewer dissents from the authors’ criticism of the suggestion 
that an ideal money would keep wages, rather than commodity prices, 
stable (pp. 154-55). It is conceded that the use of such a money would 
cause the price of commodities to fall as the efficiency of labor in- 
creased. But justice does not require that debts shall be paid in money 
which commands a uniform quantity of commodities rather than a 
uniform number of hours of effort. Stability of status, that is, of one’s 
income position relative to that of the rest of society, is more important 
than stability of commodity income. 

Moreover, issue must be taken flatly with the argument that if total 
wages were stabie the only way to promote the highly efficient worker 
would be to lower the wages of the inefficient worker. This is like say- 
ing that in a community with a constant average age no one can grow 
any older unless some one else grows younger. Highly paid employees 
are constant!y passing out of every industrial group by death and re- 
tirement, and juniors are being promoted to take their places. The rec- 
ognition of individual efficiency, therefore, does not require an increase 
in average or ‘otal wages; it only requires that promotion shall depend 
on performance. 

The volume is extremely valuable for the extensive collection of 
statistical data relative to prices and allied economic phenomena which 
it contains." As a direct contribution to the understanding of price 


* An even more extensive collection of price and production series, with accom- 
panying analysis along lines simil»> to those presented in Prices, is found in the fol- 
lowing publications of the Cornell <‘niversity Agricultural Experiment Station: 

Wholesale Prices for 213 Years, 1720 to 1932: Part I. Wholesale Prices in the 
United States for 135 Years, 17,7 te 2932 by G. F. Warren and F. A. Pearson; Part II. 
Wholesale Prices at New York City, 1720 to 1800 by Herman M. Stoker. Ithaca, 1932. 
Pp. 222. 

The Physical Volume of Production in the United States by G. F. Warren and F. A. 
Pearsen. Ithaca, 1932. Pp. 72. 
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phenomena it is not pretentious. What it offers, in short, is an amply 
illustrated exposition of a well-known but still controversial doctrine, 
rather than a reply to criticisms of that doctrine. 
CHarLeEs O. Harpy 
The Brookings Institution 


The Cotton Trade and Industrial Lancashire, 1600-1780. By ALFRED 
P. WADSWORTH AND JuLIA DELAcy MANN. Manchester: Man- 
chester University Press, 1931. Pp. xii+539. 25s. 

This is a work of first importance in economic history. The steps by 
which England became a modern industrial state have, in large areas 
of activity, remained obscure in spite of much research. This has been 
particularly true of the cotton industry whose transformation has come 
most completely to denote the Industrial Revolution. Though much of 
the obscurity yet remains, Mr. Wadsworth and Miss Mann have, by 
their study of hitherto unused or inadequately used documents, in- 
creased enormously our information concerning the cotton industry in 
the first two centuries of its existence. More than that, they have by 
the use of these documents opened up new fields and methods of re- 
search. It is a revelation to learn how rich for social and economic his- 
tory are such sources in the Public Record Office as the Chancery Pro- 
ceedings, Exchequer Bills, Answers and Depositions, Pleadings and 
Depositions of the Duchy of Lancaster, Records of the Palatinate of 
Lancaster, and the Records of the Clerk of the Crown. Future histori- 
ans will of necessity follow in the footsteps of the authors of this work 
to the enrichment of history. 

Aside from its use of new sources, the most striking feature of this 
study is that it attacks the problems of the cotton industry, not by iso- 
lating it, but by realizing its relationships on the one hand with the 
other textile trades in England and on the other with the textile indus- 
tries of competing countries. This perspective is as essential as it is 
rare. The cotton industry of Lancashire developed in juxtaposition 
with the older woolen and linen industries; its similarities to and con- 
trasts with the former and its close association with the latter are in- 
separable factors in its history. A prior condition to the development 
of cotton, the authors state, was a pre-existent linen industry. This 
was not only because linen was needed for warp but also because the 
earlier kinds of cotton cloth, except fustians, were made to imitate linen 
and were affected by the state of the linen industry and market. 
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By frequent comparisons between the English industry and those 
of Germany, Switzerland, Holland, and France the authors reveal the 
English industry in its world-connections and at the same time cast 
new light upon the continental industries. This applies to processes» 
organization, labor, supply of raw material, and markets. The factors 
entering into international competition, the mutual indebtedness of the 
English and the continent=! industries, the special lines of development 
in the various countries and the eventual supremacy of the English 
industry, all are elucidated by this method of treatment. French docu- 
ments were found to afford information concerning the English indus- 
try. 

Of special interest is the analysis here made of the export market for 
English cottons, particularly in America and Africa, in the period be- 
fore the great inventions. That an expanding export trade was a 
stimulus toward improved methods of production has of course been 
known, but few statistical data have been available concerning this 
trade. Here in connection with one market at least, the African, the 
fortunes of the trade have been traced step by step. Data concerning 
cotton exports to the American plantations are more scarce. Of great 
help to the student of the industry is the differentiation made in this 
book between the two great classes of cotton goods manufactured dur- 
ing the period under consideration. These were fustians and cotton 
linens, mainly checks. Though fustians were the earliest type made in 
Lancashire their importance was at least equaled by cotton linens in the 
eighteenth century to about 1770, when fustians through the develop- 
ment of tufted materials, such as velvet and velveteen, underwent a 
great expansion, particularly in the European market, and cotton 
linens suffered heavy losses in the African and American markets. 

By 1688 the “fierce international competition in textile goods” was 
entering upon a new phase. “It is hardly too much to say that the 
textile industry of the whole of Western Europe was transformed dur- 
ing the seventeenth and the early part of the eighteenth centuries by 
two powerful influences which gathered force toward 1700.’ These 
influences were the colonization of the New World, with which the 
slave trade was closely associated, which greatly extended the market 
for cotton goods, and, secondly, the introduction of new Indian goods 
into Europe which affected all forms of production. The export of cot- 
tons to Africa was part of a great triangular trade “which was the 
symbol of British commercial expansion in the eighteenth century.” 
Cottons and other goods were exchanged for slaves for the plantations 
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in America, whence raw materials were brought to London, Bristol, and 
Liverpool. The part of cotton in this circuit of trade and its close con- 
nection with the slave trade are here for the first time clarified. Eng- 
lish cottons in Africa met stiff competition from Indian fabrics and 
also those of the French and the Dutch. English imitations of Indian 
goods were not successful in this market. It was in cotton linens 
(checks) that the greatest success was won. Between 1750 and 1772 
their export reached its peak; thereafter Africa ceased to be an impor- 
tant market because of the triumph of Indian cloths and the disturb- 
ance of the triangular trade by the troubles in the American colonies. 

It is in relation to the domestic history of the industry that the 
judicial documents of the Public Record Office are of surpassing value. 
New history is here written concerning the changes in the organization 
of the industry from one characterized by small, independent producers 
to that in which, by the end of the seventeenth century, the putting- 
out system was in full vigor, with the linen draper as the organizer of 
production in cotton, often through middlemen called fustian makers. 
By the middle of the eighteenth century few industries in Lancashire 
did not show a fairly high degree of capitalistic organization, with large 
sections of dependent workers. In textiles small or medium-sized capi- 
tals were perhaps more characteristic than large ones. Manchester 
manufacturers were tending to become more merchants than direct 
employers, leaving such functions to small country manufacturers who 
sometimes worked on commission. The old significance of the linen 
draper as merchant manufacturer had disappeared by 1773. The 
growth of the credit mechanism that bound all in its web is revealed by 
the citation of much new evidence. 

Several decades before spinning machinery was in use the Lanca- 
shire textile industry was familiar with two leading principles of the 
factory system—the concentration of machinery and labor in the mas- 
ter’s shop and the driving of machinery by water power. One or both 
of these conditions existed, in the smallwares, sailcloth, thread making, 
printing and finishing industries. The spinning factories of Arkwright 
were indeed “not of a new genus.” 

One of the most valuable sections of the book deals with wage- 
earners before the factory system. Material is drawn from quarter 
sessions records, Exchequer documents, particularly those relating to 
the Manchester Weavers’ Case of 1751, the rules and “apologies” of 
early trade unions, the local press and contemporary writings. 

This work serves once again to establish the close historical contin- 
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uity of industrial development in England. As the obscurity of their 
antecedents is dispelled the various phenomena of the Industrial Rev- 
olution are increasingly revealed as developing not abruptly out of pre- 


existing conditions. 
Frances E. GILLESPIE 
University of Chicago 


Competition in the American Tobacco Industry, 1911-1932. By REAviIs 
Cox. New York: Columbia University Press, 1933. Pp. 372. $4.50. 
As the subtitle of this monograph indicates, it is “a study of the 

effects of the partition of the American Tobacco Company,” pursuant 

to the Supreme Court’s decree of dissolution in 1911. The survey of the 
organization and the experience of the industry during the past two 
decades has been well done, without partiality, but alas also, as we 
think the author would concede, without very significant results. The 
fault is not his. As Seager and Gulick discovered and made clear in 
their chapter on the same subject, the paucity of reliable data precludes 
any convincing proof of the net economic results of the reorganization. 

The study embraces an analysis of the changes in the size and rela- 
tive position in the trade of the several successor companies and of the 
independents (chaps. iii-v), a survey of the situation in the leaf markets 
(chaps. vi-vii), an attempt to determine the course of prices and the 
influences shaping it (chaps. viii-ix), an investigation of the relation- 
ships between manufacturers and distributors (chap. x), and a review 
of the corporate earnings and control of the successor companies 
(chaps. xi-xii). It will be seen, thus, that the author has omitted no 
important branch of evidence upon which a valid conclusion might 
have been based. Yet the specific data which might have brought re- 
ward to his researches, if adequately available in even one of these 
channels, were so far lacking that his conclusions (chap. xiii) are, as 
they had to be in the circumstances, a confusing compound of affirma- 
tion and denial. 

Mr. Cox found in the first part of his study that there have been 
wide shifts in the relative standing in the trade, as measured by output, 
among the successor companies, but that no large, integrated, influen- 
tial new producers have invaded the industry. The reviewer may per- 
haps be permitted to suggest that the caution shown by the author in 
interpreting this phase of the record may be excessive. Mr. Cox finds 
sufficient explanation for the absence of any vigorous attempt by outsid- 
ers to make a place for themselves in the industry in: (a) the large capital 
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outlay required in view of what is evidently the optimum size of enter- 
prise in this field, and (6) the grave risk incurred by reason of the pecu- 
liar ties of taste binding consumers to particular brands of product. The 
author does not minimize the attractiveness for new enterprise of an 
industry expanding as rapidly as has the cigarette branch, for example, 
of the tobacco industry (tenfold in twenty years), and with a demand 
(as distinct from market) characterized by exceptional stability. Yet 
in view of what has occurred in a parallel situation in the petroleum re- 
fining industry, since the break-up of Standard Oil, the factors men- 
tioned as hindering the growth of new enterprise in tobacco manufac- 
turing seem hardly convincing. A minor criticism in this same connec- 
tion is that upon examination the “enormous shifts’’ (p. 97) in the rela- 
tive importance of the successor companies themselves (the “big four’’) 
turn out to consist of little more than the phenomenal rise of the Rey- 
nolds Company. American Tobacco, Liggett & Myers, and Lorillard 
have each of them just about doubled their investment over the two 
decades, and except for the rise of what evidently became a closely 
held, family enterprise giving many indications of at least quasi-inde- 
pendence (Reynolds) to challenge Liggett & Myers for second place the 
ranking remains as it was twenty years ago. 

In regard to prices the author finds that the changes in product 
prices have lagged appreciably behind leaf prices both in upward and 
downward movements, but he does not undertake to establish the 
existence of any long-time trend in the “spread.” In view of the limita- 
tions of the available statistics there is reasonable ground, perhaps, for 
foregoing this test. Nevertheless, it leaves the results of this vital 
section of the study very unsatisfactory. About the only convincing 
evidence adduced of monopolistic factors in price-making is the sharp 
simultaneous advance of cigarette prices in the summer of 1931 in the 
face of a continuing curtailment of demand and of a steady decline in 
leaf prices. The author is surely safe in concluding that the “record of 
prices gives some reason for believing that there have been limitations 
on competition” (p. 207). 

That the earnings of the major successor companies, as well as many 
of the minor ones, have been not only consistently high but latterly 
increasing is shown. However, the significance of this appears to be 
appreciably minimized by the author. For him it means simply the 
normal outcome of “duopoly,”’ or a situation in which sellers are few 
(p. 292). This would seem to neglect the actual circumstance of a com- 
mon origin for these specific “few sellers” (despite the recognition in 
chap. xii of the insoluble problem of the continuance of the original 
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community of ownership, which at best could account for policy-unity 
from only one source). Moreover, it rests upon an analysis of the 
theoretical tendencies under this type of market situation which may 
be challenged. Is it true that “duopoly” price is determinate at a defi- 
nite point, on the buying side slightly higher, on the selling side lower, 
than the monopoly price? In his direct analysis Mr. Cox only suggests 
this tentatively (pp. 176-79), but in subsequent passages he gives the 
clear impression that this is his view (e.g., pp. 186, 217, 317. Cf., how- 
ever, contra, pp. 321). Possibly an explanation of his stand may be 
derived from the following passage, the soundness of which is open to 
question. He states (p. 202): “An increase in the demand irrespec- 
tively of price (or ‘a fall in demand’) would affect product prices im- 
mediately under either competition or monopoly Where there is 
duopoly, however . . . . this result would not necessarily follow, since 
the manufacturers, fearing to start cut-throat competition, might pre- 
fer stability of price to maintenance of their volume of sales.”’ Evi- 
dently the author is ready to let some of the “dynamic factors,’’ which 
he holds so powerful, affect tendencies in duopoly price-making which 
he will not allow to interfere with the tendencies under “pure competi- 
tion” and “perfect monopoly.” 

In reference to the question of intercorporate relationships through 
community of stock-holding, it is believed the author makes his only 
rash deduction from the meager facts he found available. He states 
that “‘it seems to be true” that “the various competitors are completely 
independent . . . . the years have broken down the interlocking con- 
trol of all the companies by a compact group of stockholders which 
prevailed immediately after the partition” (p. 321). It is submitted 
that no adequate proof was adduced in the preceding chapter to sup- 
port such a broad generalization. 

After all, however, these are only minor criticisms. Strictly upon the 
issue which the author set out to examine he has done, on the whole, a 
good job with such materials as the institutions of contemporary capi- 
talistic society permitted him to scrutinize. It need hardly be added 
that, in these circumstances, little enlightenment is gained regarding 
the concrete social-economic effects of the manner in which the produc- 
tion and distribution of tobacco has been carried on in our times. 
Mr. Cox did not get very far in this direction, despite earnest endeavors 
to elicit significant facts from the producers. He asked for a light, but 
all he got was a puff of smoke. 

Myron W. WATKINS 
New York University 
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Rent Liens and Public Welfare. By CLARENCE J. FOREMAN. New 
York: Macmillan Co., 1932. Pp. vi+207. $2.00. 


Professor Foreman’s study is supposed to lie in the borderland be- 
tween law and economics. His thesis is that courts and legislatures 
have conspired to thwart the normal operation of “the fundamental 
principles which are now recognized as underlying our present eco- 
nomic system” by strengthening the lien of the landlord upon his 
tenant’s property to the extent in a few states of permitting the land- 
lord whose rent is unpaid to recover without notice from the buyer 
the value of crops sold by the tenant to innocent purchasers for value. 
The effect is “to interfere with freedom of commerce and the sphere of 
public policy.” 

At least 40 per cent of the agricultural products of the United States 
are subject to these statutory rent liens, says the author, meaning, I 
take it, that they exist in states producing that much. 

Most of the book is a meticulous examination of the statutes and 
court decisions of about fifteen states in which government has in this 
matter of lien to a greater or iess degree favored the landlord over the 
merchant. The author admits that in twelve or more states the lien 
has been entirely abolished. He points out that these have been states 
in which diversified farming predominates; whereas the lien has 
been strengthened chiefly in the south, where there is a single staple 
crop. He concedes, too, that in those states where the lien exists ‘he 
landlord has other strangle holds on the tenant which negative true 
freedom of bargaining between landlord and tenant, so that something 
other than courts has evidently already interfered with the “economic 
laws of supply and demand, of free trade, of free competition, of free 
contract, of free prices and free markets.” 

My difficulty as a lawyer in recognizing any signal contribution in 
this study is that the same conflict between a static society of owner- 
ship and a dynamic society of trade has been worked out since the 
days of Lord Mansfield in many other fields of the law. The author 
says that “the tenant is largely the root of the evil.” If the tenant is 
irresponsible, as he usually is, we have the classic legal problem: Which 
of two innocent persons shall bear the loss? 

Dr. Foreman hints that in certain states the harsh laws are the “final 
result of a series of legal enactments intended to fortify the landlord 
against the subversive influences of peculiar local conditions which pre- 
vent the proper enforcement of his rent lien.” But he does not tell us 
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what these influences have been. He also states that “the pertinency 
of this analysis to the adjustment of government to industry can be 
determined only by an investigation of the facts.” 

His real contribution as an economist, I feel, could have been an 
examination of these facts. To what extent do landlords invoke these 
harsh remedies, or do they rely merely on holding tenants in their debt 
by other simpler devices which do not throw them into conflict with 
traders? Certainly the handful of court opinions which he has analyzed 
are not “the facts.’”” The whole matter may be of minor significance. 
Nor is the problem solely “industrial”: I have tried to enforce the lien 
against urban apartment dwellers, though precious little cash have I 


gotten out of it. 
CHARLES S. ASCHER 


Public Administration Clearing House 
Chicago, Illinois 


Report of the Federal Trade Commission on Price Bases Inquiry. 
The Basing-Point Formula and Cement Prices. By FEDERAL 
TRADE Commission. Washington, 1932. Pp. xxi+218. $0.30. 
The Federal Trade Commission returns in this report to the study of 

the geographical structure of prices which it began with its investiga- 


tion of the single basing point (“Pittsburgh Plus’’) practice in the steel 
industry: it now turns to the multiple basing point system of selling 
cement. 

Cement being almost completely homogeneous, the buyers of ce- 
ment being well informed, and the sellers numerous, a competitive 
market would be expected. The Commission reports, however, that in 
the years 1928-30 about 70 per cent of all cement was sold at discrimi- 
natory mill prices, that a very high percentage of quotations and sales 
at each delivery point reveals complete uniformity of price between 
sellers, and that cement prices have remained unchanged for long peri- 
ods—all of which circumstances the Commission regards as evidence of 
imperfect competition. 

The Commission avoids any far-reaching explanation of the causes 
of this imperfectness of the market, partly no doubt because it is still 
investigating whether manufacturers have contravened the anti-trust 
laws. It suggests as secondary causes price leadership (facilitated by 
increasing concentration in the industry, the activities of trade associa- 
tions, and occasionally by coercive tactics) and the inflexibility of 
prices, the probable causes of which are not analyzed. 
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The analysis of the consequences of the practice might also have 
been pursued further. It is evident that, so far as the basing point 
practice is adhered to, price competition is eliminated and the com- 
petitive market mechanism for determining the distribution of business 
between sellers is destroyed. Sellers resort, therefore, to expenditure 
upon sales pressure and upon transportation to distant points (often 
sending cement past rival mills): this wasteful expenditure upon cross- 
freighting has gone to ridiculous lengths and the dete::r ination of 
marketing territories has become a matter of competitive tactics. Buy- 
ers resort to arbitrary formulas for distributing business between sellers 
quoting identical prices; highway commissions have distributed busi- 
ness by reference to the expenditure of each seller in the buying state. 
But what have been the broader consequences? Is there any evidence 
of competition in the course of prices at different bases? What has been 
the probable effect upon investment in the industry? The percentage 
of capacity in use steadily declined, at least after 1927, although prices 
were relatively stable; but how far was the declining percentage due 
to the building of new mills? Was the price high enough to stimulate 
new building if allowance is made for the increasing expenditure upon 
selling and transportation; and how far was such building due merely 
to the shifting location of demand? What were the reasons for mills 
not quoting base prices? Were they old and badly located mills seeking 
to make the best of a bad situation or new mills making the best of a 
good one before additional competition appeared? The conclusion that 
the practice discriminates against consumers near to mill centers needs 
modification; it applies to consumers near mills quoting no base price 
but not in so far as freight absorption merely causes interpenetration 
of the market territories of different mills. The whole structure of 
prices is then lifted. 

This report is the best reasoned and most illuminating that the Com- 
mission has published, and these further questions are asked in all 
sympathy with the staff of the Commission. A more orderly and at 
some points more lucid presentation of the material by the Commis- 
sion would have yielded partial answers to some of them. The under- 
lying problems of industrial control can best be revealed by greater at- 
tention to the causes and consequences of the development of devices 
for avoiding price competition, even though the sympathetic explora- 
tion of causes may appear to blunt the edge of criticism. 

The Commission also summarizes in this volume the result of in- 
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quiries concerning the frequency of the use of zone and basing point 
systems and freight absorption in industry generally. 


ARTHUR ROBERT BuRNS 
Columbia University 


Kapitalbildung und Kapitalaufzehrung im Konjunkturverlauf. By 
Ericu Scuirr. (“Beitriige zur Konjunkturforschung,” pub- 
lished by the Austrian Institut fiir Konjunkturforschung, No. 
4.) Vienna: Julius Springer, 1933. Pp. xi+234. RM. 12. 

This most interesting book, the fourth in the series published by 
the Austrian Institute for Business Cycle Study, maintains the high 
standard set by its predecessors. Like these predecessors, it bears the 
impress of the ideas which have come in recent times to be designated 
as “‘neo-Wicksellian’”’—a characterization which the present reviewer, 
at any rate, would like to see abandoned in favor of one which would 
at once centralize responsibility and give credit where credit is due, by 
indicating that the direct source of inspiration for the “‘school’’ is not 
Wicksell but Ludwig Mises. 

Judged as an indication of future tendencies within the ‘‘school,”’ the 
book is an extremely hopeful augury. The fears which have recently 
been expressed—the present reviewer does not share them—to the ef- 
fect that the analysis of the “Viennese” group of monetary and busi- 
ness-cycle theorists is tending toward an overrigid and oversimple crys- 
tallization of Mises’ argument, are not justified by the book under 
review. There is every indication of a willingness to take account of the 
analysis of other writers, such as F. Schmidt (pp. 113 ff.) and J. M. 
Clark (pp. 68 f.), with which the argument of Mises and his followers 
may be said to be partially in agreement, partially in conflict; to devel- 
op the argument along lines which have sorely needed development— 
as, for example, the relationship of the “profitability” (Rentabilitat) 
of business enterprises over the course of the cycle to the methods by 
which the business has been financed (“inside’”’ and “outside’”’ financ- 
ing, “short” and “long” borrowing, pp. 138 ff.); and to admit (e.g., p. 
72) that there are still many “open’’ questions involved in the main 
argument—whether it concerns the alleged “shortage” of consumers’ 
goods at the time of crisis (pp. 65 ff.), the consequences of a “‘second- 
ary” deflationary process which may feed on itself (p. 138), or the possi- 
bility of bringing into use at a later period those “real” investments 
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which may seem, at the time of crisis, to represent a “destruction” of 
“capital” (pp. 57, 184, 203). 

The author’s discussion of the two types of phenomena indicated 
in the title of the book—“‘Capital Formation” and “Capital Destruc- 
tion” —is of a quality that should recommend it to those whose com- 
placency with respect to received notions concerning the relationship 
of money, “‘capital,”’ and “interest” has been shaken by the ferment 
in contemporary discussion to which the members of the ‘Viennese 
group” have in no small degree contributed. Of the two topics, it is 
“Capital Destruction” which occupies the major part of the author’s 
interest. The details of his argument on this head do not lend them- 
selves to easy summary within the space of a brief review. It is suffi- 
cient to suggest that the reader interested in a fundamental reconstruc- 
tion of received notions, with respect to the relations between “real 
capital” and the “rate of interest,” might with great profit mull over 
such passages as the excursus (pp. 61 ff.) on “The Apparent Paradox 
of Capital Shortage at a Time of Insufficient Utilization of Capacity,” 
the note on the “freeing of invested capital’’ (pp. 153 f.), and the dis- 
cussion of the “capital quality’’ of misdirected investment which has 
been said to represent just so much “‘dead iron” (pp. 59, 98 f., 201 ff.). 
That the author’s modest answers to the questions thus raised will sat- 
isfy all readers, is hardly to be expected. Yet it is difficult to imagine a 
reader so insensitive to the implications both of the questions and of the 
author’s answers that he will not be grateful to Dr. Schiff for the whole- 
some stimulations which his discussion provides. 

ARTHUR W. MARGET 
University of Minnesota 


Report of the Ohio Commission on Unemployment Insurance. 
Part I, Conclusions and Recommended Bill; Part II, Studies 
and Reports. Columbus, Ohio. Part I (1932), pp. 99; Part II 
(1933), PP. 304. 

The Report of the Ohio Commission on Unemployment Insurance is 
issued in two parts: Part I contains the conclusions and a propose 
bill; Part II, the basic material upon which the conclusions are based. 

The commission finds that “during the first two years of the depres- 
sion. . . . the working people of the state lost in earnings and purchas- 
ing power something in excess of one billion dollars.” It was estimated 
that Ohio spent $50,000,000 in 1932 to support the unemployed and 
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their families. An unemployment insurance law is regarded “as the 
cornerstone of any program to protect workers against unemploy- 
ment.” 

The question whether unemployment is insurable is considered, and 
the Commission concludes that “‘the basic conditions for any insurable 
risk are present.’’ Of the British system it is stated that if the system 
“had provided for an adjustment of rate by administrative action, as 
our Workmen’s Compensation Law does, and if it had not been bur- 
dened with the expense of direct relief,’”’ it “could have remained self- 
supporting in the face of the extraordinary unemployment in the dec- 
ade following the war.” The part played by the German system in 
meeting the tremendous relief problem of the depression and the revi- 
sions made in the scheme in an effort to maintain solvency are dis- 
cussed. It is stated that the few trade-union, joint, and company plans 
in the United States protect only a small number of workers, that at 
certain points the plans offer the worker less security than a state 
scheme, and that the British experience indicates that compulsory in- 
surance does not discourage such voluntary experiments. The most 
significant difference among proposed bills in the United States is said 
to lie in the organization of the funds. The Wisconsin law provides 
for funds administered by the state with separate accounts for each 
employer; the bill of the American Association for Labor Legislation, 
for pooling of funds within industry groups; the Michigan and 1931 
Ohio bills, for a state fund into which all contributions are paid. 

An actuarial computation by Dr. I. M. Rubinow of the costs of the 
projected unemployment insurance scheme can merely be referred to in 
the compass of this review. This serious effort to estimate costs gives 
the report high rank among publications of the kind. According to the 
calculations, if the scheme had been in operation since the beginning of 
1923, there would have been a gradual increase in the surplus from 1923 
to the end of 1929, except for the year 1924; by the end of 1929, the 
fund would have had a reserve exceeding $104,000,000; during 1930, 
$69,500,000 would have been paid out in benefits and a surplus of 
$184,5300,000 would have remained in the fund; finally, the greatest 
drain would have come in 1931 with benefits amounting to about $1 10,- 
000,000, an operating deficit of nearly $75,000,000, and a surplus at the 
end of the year of $11,000,000. 

This document is outstanding among the rapidly accumulating state 
commission reports. Adoption of the Wisconsin law with but few modi- 
fications has been recommended by a majority of the other state com- 
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missions. Apparently they have found either that the basic industrial 
conditions were identical in their states and in Wisconsin or that the 
Wisconsin law was flexible enough to deal with widely differing indus- 
trial situations. 

Instead of placing major emphasis on prevention by imposing the 
entire cost on management and segregating contributions in house 
funds, as in the Wisconsin law, the Ohio Commission is primarily con- 
cerned with protection and offers a compromise more in harmony with 
insurance principles. The proposed bill provides that employers and 
employees shall contribute to a pooled fund 2 per cent of pay-roll and 
1 per cent of wages for a period of three years. After that period, em- 
ployer contributions shall be paid according to a merit-rating system, 
in no case less than 1 or more than 3} per cent of pay-roll, and the 
legislature is to decide upon the basis of a special report from the Com- 
mission whether or not employers shall be allowed to establish their 
own funds. Apparently the Commission felt that authorization of 
firms or groups of firms to establish a fund should wait on recorded ex- 
perience and in any case should not be permitted to an extent that 
would seriously impair the insurance principle of spreading the risk. 
Theoretically, if all industries carried only their own risks, the greatest 
possible incentive to regularization would be present. But the Com- 
mission seems to have thought that the resulting inequity in benefits, 
as between the employees of different establishments, would be too 
high a price to pay for the full operation of the principle of prevention. 
Probably influenced by the recent history of managerial efforts to 
stabilize employment, the Commission had little hope for the coming 
of a generation of executive Titans able to stifle shifts in consumer 
demand and trampie out the fluctuations of the business cycle. 


Bryce M. STEWART 
Industrial Relations Counselors, Inc. 


William James Ashley: A Life. By his daughter, ANNE ASHLEY, 
with a chapter by J. H. Murrweap. London: P. S. King & 
Son, Ltd., 1932. Pp. vi+176. 8s. 6d. 


Miss Ashley’s brief biogramy of her father is a labor of love. She 
has touched on all sides of .us life—his childhood as a journeyman 
hatter’s son, his success in breaking from a grammar school into the 
charmed circle of Oxford, his courtship and marriage, his domestic and 
social life (including dish-wiping in Toronto and Irish housemaids in 
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Harvard), his fight to win the tolerance of English academics and the 
approval of business leaders for a university commerce course, his 
part in the Chamberlain tariff reform campaign, his war and post-war 
work for governments, and his spiritual pilgrimage. She has taken us 
into the living room, the nursery, even the kitchen of the Ashley house- 
hold in three countries, and her bock will therefore be welcomed by all 
who knew that household personally—and they were many. But the 
volume is too slight, too sketchy, and too full of domestic and personal 
trivia to convey much of Ashley’s academic work and worth to students 
who know him only by name. One contrasts it with Tawney’s memoir 
on Unwin or Keynes’s sketch of Marshall, and it suffers by the test. One 
hopes that a fuller study of Ashley will be undertaken by someone who 
knew him, who can estimate the value of the academic contribution he 
made, and who will comb the field for letters—for Ashley was a mag- 
nificent correspondent. 

Such a study would be a story of pioneer work in three countries— 
Canada, the United States, and England. For Ashley was the first 
professor of political science in Toronto, the first professor of economic 
history at Harvard, and founder of the first university school of com- 
merce in England. He was the first British academic to break away 
from orthodox free-trade doctrine, he established the first school for 
training British social workers, and I think he was the first English 
teaching economist to receive a knighthood. He was a trail-blazer in 
economic history; he collected Toynbee’s lecture notes and gave us 
The Industrial Revolution, and his enterprise produced the famous se- 
ries of “Economic Classics.” 

To the economic historian Ashley will always be thought of as a lost 
leader. The first volume of his Economic History was written before 
he was twenty-eight, and the work of the next twelve years stamped 
him as one who would leave a name as a great medievalist. But he 
grew homesick in Harvard, and as there were no posts vacant in Eng- 
land for economic historians, Birmingham got him. If we must Lave 
schools of commerce it is well that they should be staffed by men who 
seek to have “‘the humanistic spirit applied to utilitarian studies,”’ and 
Ashley found consolation in later years when he saw that his former 
pupils had blossomed into “efficient men of business and citizens of 
liberal interests.” He gloried in his reputation abroad; for students 
came to him from Russia, Germany, South America, and even from 
the Mitsui family of Japan. He was proud of his standing in the coun- 
cils of the Conservative party, of some governments, and of some big 
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business men. But he always envied those who had not been drawn 
away from his first and last love. His leisure moments were spent read- 
ing the new works in the medieval field, and it was significant that his 
last book should be on the bread of our forefathers. But how thrilling 
life would have become to him, the sole academic protectionist in the 
land, if he had lived till 1932! 
Herbert HEATON 
University of Minnesota 


National Collective Bargaining in the Pottery Industry. By Davip 
A. McCabe. Baltimore: Johns Hopkins Press, 1932. Pp. x+ 
449. $3.50. 

Few industries have had as long a period of successful collective 
bargaining as the pottery industry. Between 1905 and 1922 there was 
no cessation of work on account of labor difficulties except for a ten- 
day suspension in 1917. In 1922 camea strike in the sanitary ware divi- 
sion of the industry which led to a permanent break in relations. The 
general ware division, however, still maintains its collective bargain- 
ing agreements. All but about fifty pages of Professor McCabe’s 
study concern themselves with the general ware group. This book con- 
stitutes a valuable addition to the existing material on labor relations. 

The author is liberal with facts and sparing with interpretation until 
he reaches his brief but penetrating conclusions. In explaining the 
long continuance of peaceful industrial relations in the general ware 
industry he emphasizes factors which were “if not peculiar to the in- 
dustry, at least exceptional.” These factors were: (1) the importance 
attributed to the tariff and the desire of the manufacturers to do noth- 
ing which would weaken their demands for higher and higher import 
duties; (2) the localization of the industry in a few centers; (3) the 
system of piecework payments which prevented the issue of horizontal 
increases or decreases of wages from arising except at long intervals; 
(4) the reasonable attitude of the representatives of the respective 
sides. 

If there is a weakness in the author’s explanation it lies in an under- 
emphasis on technological factors. New machinery and processes have 
never made revolutionary changes in the pottery industry. In few in- 
dustries do the present methods of manufacture so closely resemble 
those used in 1900. Since the workers have been able to avoid obsoles- 
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cence of their craft skills, they have always been able to offer, as con- 
sideration in a collective bargain, abilities that were hard to repla 

Professor McCabe is sparing of prophesy, but there are reasons for 
believing that th-se technological factors which worked in favor of the 
workers during the first quarter of the century may be about to throw 
their influence on the other side. The casting process, the successful 
introduction of which into the sanitary pottery industry enabled the 
employers to break the union strength in 1922, carries the same threat 
for the general ware group. The tunnel kilns, which have been brought 
into wide use during the last decade, also carry a threat. They can be 
used more economically by a large plant than by a small one. If, for 
the many small and medium-sized plants, we substitute a few large 
ones, the bargaining position of the workers is apt to be weakened. 

The author states (p. 253): “The Brotherhood has never opposed 
new machinery or new processes.’’ This is true, but if a person con- 
cludes that the pottery unions have had no influence in retarding tech- 
nological change, he is in error. In the early years of the century two 
innovations met a certain amount of opposition by the workers. They 
were the Seger cones and the jiggering process. The latter device was 
adopted in the Trenton district a good many years after it had come 
into use in the East Liverpool, Ohio, district, where the union was not 
strong enough to oppose it. Between 1900 and 1905, when the workers 
were trying to establish national collective bargaining, the jiggermen 
of Trenton almost broke up the whole plan because of their unwilling- 
ness to work for the same piece rate as was received by the East Liver- 
pool jiggermen with their better equipment and faster output. The 
author fails to make this difficulty clear. 

The development of the casting process was retarded, as Professor 
McCabe himself admits, by the unwillingness of the workers to make 
reasonable concessions in piece rates. Furthermore, the very construc- 
tion of the wage agreements, with their intricate and finely balanced 
piecework structure coupled with cont. ct work, made experimenta- 
tion difficult for the manufacturer. Wh: .. he was not sure of the value 
of some new idea he abandoned it rather tiian precipitate a controversy 
over piecework and contract-work adjust.sents. 

While it is true that the pottery workers have not directly opposed 
new processes, nevertheless they have had an influence in favor of the 


status quo. 
JouHN STRATTON 


Illinois College 
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British Railways in Boom and Depression. By C. DouGLas CAmp- 
BELL. London; P. S. King & Son, Ltd., 1932. Pp. 125. 6s. 
This little book represents an attempt to answer the question: Do 

railway profits vary proportionately with changing general business 

conditions? British railway revenues, expenses, and comparative data 
are subjected to thorough statistical grooming and turned out in the 
form of table and graphs from which the author draws his conclusions. 

For the period 1878-1912 the author finds that railway traffic and 

revenues fluctuated similarly to general business co: ditions, tempered 

by the steadying influence of passenger revenues; that railway ex- 
penditures fluctuated also but in lesser degree; and that changes in 
railway net revenues lagged behind changes in gross revenues due to 
the static nature of rates as compared to the general level of prices and 
railway wages. For this period he concludes that “before the war, 
apart from random fluctuations, the trade cycle was ordinarily the 
chief cause of variations in the prosperity of British railways, though 

. . . . the relation of their profitability to general trade movements was 

not perfectly constant.” 

The decline in railway profits since 1913 is due to the general busi- 
ness depression, motor competition, and shifts in industry. Labor ex- 
pense did not decline in proportion to revenues, and the Railway 
Rates Tribunal, established by the Railways Act of 1921, cannot hope 
to control railway profits by allowing such rates as will allow each of the 
“Big Four” to earn a “standard revenue,” since it has no power over 
railway wages. The author further criticizes the Railways Act in that 
the Tribunal! would have to raise rates during depression periods and 
lower them during boom periods in order to achieve the “standard 
revenue,” and that the degree of rate revision is not likely to be the 
same for each company, in spite of the consolidation into large systems. 
The reviewer believes that these criticisms are equally applicable to 
our own Transportation Act of 1920. 

There is a lack of clarity in the explanation of the methodology used. 
The author should either have made a complete explanation of his 
statistical method or he should have presented his data in a non-tech- 
nical form. His conclusions are not clearly stated and must be dug out 
of the treatment. 

Nevertheless, the study represents a distinct contribution in that 
it presents a serious attempt to test statistically some orthodox railway 
theories which have been taken for granted far too long. A similar 
study using American data would be very enlightening; it would throw 
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considerable light upon the pzesent problems of rate regulation during 
a period of declining railway revenues and return to railway capital. 
In the opinion of the reviewer the chief merit of Dr. Campbell’s book 
is in its criticism of the whole notion of automatic rate-making which 
was applied in Great Britain and in the United States after the return 


of the roads to private control. 
HERBERT E. DoUGALL 


Northwestern University 


Financial Policies of Public Utility Holding Companies. By MER- 
win H. WatTerMAN. (“Michigan Business Studies,” Vol. V, 
No. 1.) Ann Arbor: Bureau of Business Research, University 
of Michigan, 1932. Pp. vi+186. $1.00. 

The purpose of this book is stated by the author: “While this study 
takes cognizance of the social aspects of the position of the holding 
company in the utility industry, its chief emphasis is devoted to a dis- 
cussion of management policies of holding companies and the profit- 
ableness of those policies to the holding companies themselves.” 

The conclusions of the book are that “‘size for the sake of diversifica- 
tion alone is not justified,” “the economies of large-scale production 
and large-scale management .... are decidedly limited,” “parent 
company financing .... best regarded as supplements to and not 
substitutes for subsidiary financing and subsidiary security issues,”’ 
“« ‘trading on equity’ is a satisfactory method of financiag,”’ “the use of 
non-voting preferred or other limited-return stocks offers many of the 
advantages of debt financing without involving the dangers of the 
latter arising from the legal rights of creditors,” “the exchange of com- 
mon stock for the equity securities of new companies is preferable to 
the purchase of these equities for cash or to their acquisition by ex- 
change of bonds or preferred stocks,” “there is no reasonable occasion 
for debt retirement, either by maturity or by periodic sinking-fund 
payments,”’ etc. 

The conclusions are based upon a study of five holding company 
systems, namely: American Power and Light Company, Associated 
Gas and Electric Company, North American Company, Standard Gas 
and Electric Company, and United Light and Power Company. The 
method employed is a deductive appreciation of the corporate and 
capital structures of these systems. 

Not only is the adopted scope of the study limited, but within those 
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limits the sources employed are scanty. Chief reliance is placed on 
Moody’s Manuals. The rich material available in the Federal Trade 
Commission’s investigations of utility corporations has not been uti- 
lized. As a result the reader will find occasional factual inaccuracies (as 
the chart of corporate organization of the Associated Gas and Electric 
Company on p. 16), and the conclusions run the danger of generaliza- 
tions upon insufficient grounds, as when the author argues that long- 
term bonds are to be favored, and adds in a footnote: “The Insull 
disasters of 1932 are ample evidence of the embarrassments of unfortu- 
nate maturity dates’ (p. 118). However, in spite of the limitations of 
material under which the author has had to work, many of the con- 
clusions, particularly those regarding the scope of holding company 
operations, are reliable, and constitute a vindication of the deductive 


method of appraisal. 
N. R. DANIELIAN 


Harvard University 


Toward the Seizure of Power: The Revolution of 1917. By V. I. 
LENIN. Books Iand II. “Collected Works,” Vol. XXI. Trans- 
lated by M. J. Otcrn. New York: International Publishers 
Co., Inc., 1932. Pp. 304, 350. $3.50 each. 


These two books cover Lenin’s writings during the hectic summer of 
1917, from the July days to the October revolution. Under the unifying 
title appear numerous sketches varying in length, with but few excep- 
tions, from one to ten pages. Letters, critiques, and essays—they pres- 
ent the author as a living sounding board of the ebb and flow of epi- 
sodes and stirrings, of the jungle of opinions, contentions, and programs 
during the seething days when the demoralized Russian army was play- 
ing war on the German front, while the vacillating Kerensky régime 
was seeking its equilibrium, with multiple factions striving for ascend- 
ancy, and with the Bolsheviks agitating and waiting for their oppor- 
tunity. 

The theme is as polemic in tone as it is varied in content. Rebuttals, 
denunciations, and question marks and exclamation marks scorch the 
pages. He exposes and condemns the motives of parties and news- 
papers; criticizes the proposals of personalities and opposing camps; 
reveals the “bourgeois” duplicity of the Kerensky government; and 
expounds on slogans, compromise, war questions, banking, and the reg- 
ulation of consumption. Much discourse is given to the economic situa- 
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tion in town and village, to the state of mind of the workers and 
peasants, to the nature of proletarian interests, to the aims and meas- 
ures of the Bolsheviks, to the propaganda among the soldiers and the 
masses, and to the practical steps of achieving a communist society. 
From the middle of the summer his voice grows louder urging an im- 
mediate armed revolt and outlining each detail of revolutionary 
strategy. Dealing with the vagrant questions of the moment, these 
sketches contain nevertheless a good deal of Marxian doctrine. But the 
last, and by far the longest, essay, “State and Revolution,” completely 
abandons the traffic of the day and devotes itself to an academic 
exposition of the Marxian theory of the state, the class struggle, the 
“art” of revolution, and the dictatorship of the proletariat. 

There is no space for the consideration of major doctrines, but a few 
stray ideas may be indicated. The United States and Germany are a 
military prison for the workers and a paradise for the capitalists. 
Large-scale production and monopoly are unfailing signs of onsetting 
socialism. After the overthrow of the czar Russia overtook Europe 
politically and the task in hand is to overtake and surpass Europe in 
economic organization. In the task of establishing communism Russia 
needs revolutions abroad: “If we were alone, we should not be able to 
accomplish this task peacefully and completely, for this task is essen- 
tially an international one.”’ A proletarian revolution is imminent in 
Italy and Germany; so is a “rising world revolution of the workers.” 
History affords examples of bloodless revolutions, and, under certain 
circumstances, history may repeat itself in Russia. Slogans are indis- 
pensable. It is imperative for the party to promise land to the peas- 
ants: “The peasants want to retain their small holdings 
them. No intelligent socialist would quarrel with them on this point.” 
The masses are easily deceived; they “believe everything and do not 
probe into anything.” 

Lenin is revealed in these writings as a shrewd diaiectician, a hard- 
enec rebel who can scent a bourgeois miles away, and a courageous 
leader. But those not indoctrinated with Marxian formulas will not 
always accept his viewpoints and will frequently dissent from his 
analysis. 

M. M. BoBEeR 
Lawrence College 
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History of the Financial Administration of Ireland to 1817. By T. J. 
KIERNAN. London: P. S. King & Son, Ltd., 1930. Pp. xi+372. 
15S. 

Many virtues may be attributed to the short book title which mod- 
ern taste requires, but clarity is not among them. Something can be 
said for the seventeenth-century practice of christening a work with 
most of the table of contents. When that system was in vogue the 
prospective reader customarily found in the volume what the caption 
led him to expect. Today he is often deceived. Certainly this is true in 
the case of Dr. Kiernan’s treatise. In the days when titles were titles 
the first part of its label probably would have reac “The History of the 
Struggle for the Control of the Financial Administration of Ireland to 
1817,” for its contents are more political than administrative in nature. 
A discussion of Povning’s Lew, rather than an account of the earliest 
traces of Irish finz.ncial machinery, fills the opening chapter, and this 
theme is continued almost throughout the work. After showing that 
the famous restriction on the freedom of Irish parliamentary action was 
at first welcomed by the subject people as a protection against tyranni- 
cal English deputies, the author describes how in Wentworth’s hands 
it became an instrument of oppression. The slow process by which, in 
the eighteenth century, the legislative body on the smaller island se- 
cured effective control of the country’s financial administration, and 
the bitter anticlimax of the Union furnish the material for most of the 
book. There are two chapters describing the collecting and accounting 
systems and the taxes themselves, but they are less satisfactory than 
previous works on these topics. 

Although much space is devoted to the parliamentary steps by 
which first the power of auditing accounts and then the practical con- 
trol of governmental revenue itself passed into the hands of the legisla- 
ture, the author grants that the effective forces were not parliamentary 
ones. The need of additional income and the exigencies of foreign wars 
rather than parliamentary maneuvers brought about the great con- 
cessions of the eighteenth century. The story of the debacle between 
1799 and 1817, when the debts of the two countries were finally merged, 
also speaks ill for the system of parliamentary government which the 
author professes to admire. 

The work is marred by an intense nationalism and a defective sense 
of style. The author can see little if any good in the English. Straf- 
ford’s remarkable contributions to Irish financial welfare are practi- 
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cally ignored, and the medieval English origin of the system of parlia- 
mentary audits is also overlooked. The insertion of statistical tables 
and long documentary extracts in the body of the work make it diffi- 
cult for the reader to follow the story. Many English manuscripts and 
a mass of printed sources have been consulted but, surprisingly enough, 
no use is made of the official manuscript records in Ireland itself. All in 
all, the volume supplements but does not supersede the similar work of 


Alice Murray in the same series. 
M. M. KNAPPEN 
University of Chicago 


Kreditkontrolle: Die Methode der regulierten Wahrung und mcnifulier- 
ten Wéahrung. Sy -EpMUND HERZFELDER. Berlin: Junker und 
Duennhaupt, 1930. Pp. xviii+-302. RM. 20. 

The author of this bulky volume states that he publised a book in 
which he incorporated ideas similar to those published by Mr. Keynes 
several years before the latter’s book on Monetary Reform appeared. 
In the volume now under consideration he develops further the theory 
of a manipulated currency and attempts to criticize the theory of the 
gold standard. It is the type of literature which German economists 
especially have been productive in bringing forth. The reader interest- 
ed in this kind of study may find this volume profitable for there are 
some new ideas broached. The author devotes considerable space to 
the statistical difficulties of managing a currency, which on the whole 
he finds to bea relatively simple problem. Metallists are frequently at- 
tacked and the author in particular asks them how they would deal 
with the monetary system of a closed state where the regulation 
through linking up with an international system is not available. Had 
the author written his book three years later he would not have found 
it necessary to attempt to answer such questions as the growing popu- 
larity of the gold standard which he dismisses with the statement that 
the gold standard of recent years is not the manipulated standard of 
the pre-war period. 

S. E. Harris 

Harvard University 
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THERE are many fine things in life that 
we take almost for granted. Health, 
water, sunlight, green fields, loyal 
friends, a home to live in. . . . Not until 
some mischance deprives us of these 
priceless possessions do we learn to 
esteem them at their true value. 

It is in much the same manner that 
most people regard the telephone. 
Millions of men and women have never 
known what it is to be without one. 
Each day, each week, each year, they 
use it freely, casually, as a matter of 
course. 
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It stands ever ready to serve you — 
to carry your voice and your words to 


any one of millions of other telephones ~ 
in this country or in foreign lands. You ~ 


are in touch with everything and every- 
body when you have a telephone. 
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